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33-5997 SOLICITATION OF COMMENTS ON A 
PROPOSAL TO AMEND SMALL 
OFFERING EXEMPTIVE RULE TO 
PERMIT UNDER CERTAIN CONDI- 
TIONS USE OF A PRELIMINARY 
OFFERING CIRCULAR BETWEEN 
THE DATE OF FILING OF A NOTIFI- 
CATION RELATING TO A FIRM COM- 
MITMENT UNDERWRITTEN PUBLIC 
OFFERING OF SECURITIES IN RELI- 
ANCE UPON THIS EXEMPTIVE RULE 
AND THE DATE ON WHICH THE 
OFFERING IS COMMENCED [File No. 
S7-762—Comment Period Expires 
12/31/78] 

34-15317 PROPOSED AMENDMENTS TO 
SCHEDULES REGARDING FILING 
AND DISCLOSURE REQUIREMENTS 
RELATING TO BENEFICIAL OWNER- 
SHIP [File No. S7-761—Comment 
Period Expires 12/18/78] 
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Publication of Staff Accounting Bul- 
letin No. 26 











34-15338 Hinkle Northwest, Inc., et. al. 

Where registered broker-dealer, its 
board chairman, and two officers pur- 
chased certain securities on the basis 
of fraudulent misuse of savings and 
loan association’s credit by one of its 
Officials which resulted in  broker- 
dealer’s violation of recordkeeping, net 
capital and reporting provisions; and 
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where broker-dealer and its chairman 
and president failed to comply with 
prospectus delivery requirements and 
chairman was responsible for deficient 
supervision in connection therewith, 
held, in the public interest to suspend 
firm from underwriting activities, to 
suspend its chairman and officers 
from association with any broker or 
dealer, and to bar savings and loan of- 
ficial from any such association 
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SECURITIES ACT OF 1933 
Release No. 5996/November 13, 1978 


PERMANENT SUSPENSION OF THE REGULATION A 
EXEMPTION OF WEENIE MACHINES INTERNA- 
TIONAL, INC. 


The Securities and Exchange Commission has issued 
an order permanently suspending the Regulation A 
exemption from registration under the Securities Act of 
1933 with respect to a public offering of securities of 
Weenie Machines International, Inc. (“Weenie or 
issuer”) of Albuquerque, New Mexico. The underwriter 
for the offering was W.A. Patterson, Inc., located in 
Albuquerque, New Mexico. 


Pursuant to a notification filed on December 7, 1977, 
Weenie offered 5,000,000 shares of its $.01 par value 
shares. The Commission has reason to believe that: (a) 
the notification and offering circular of Weenie 
contains untrue statements of material facts and omits 
to state material facts necessary to make the 
statements made, in light of the circumstances under 
which they are made, not misleading, particularly with 
respect to, among other things, the failure to disclose 
significant material fasts concerning the managerial 
and financial abilities of management; (b) failure to 
disclose in the Risk sev:tion of the offering circular that 
the common stock of ‘Weenie, owned by the President 
and Vice President, could be attached by their 
creditors, resulting in the transfer of substantial if not 
controlling interest in Weenie; (c) the misrepresenta- 
tions by the underwriter to potential investors con- 
cerning the future value and success of the issuer; and 
(d) the offering if made would be conducted in violation 
of Section 17(a) of the Securities Act of 1933, as 
amended. 


Weenie having withdrawn its request for a hearing after 
entry of the order of temporary suspension, the 
Commission ordered, pursuant to Rule 261 of the 
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general rules and registrations under the Securities Act 
of 1933, as amended, that the exemption of Weenie 
under Regulation A be permanently suspended. 





SECURITIES ACT OF 1933 
Release No. 5997/November 16, 1978 


SMALL OFFERING EXEMPTION 
AGENCY: Securities and Exchange Commission. 


ACTION: Proposed rulemaking. 

SUMMARY: The Commission is publishing for 
comment a proposal to amend its smail offering ex- 
emptive rule to permit under certain conditions use of a 
preliminary offering circular between the date of filing 
of a notification relating to a firm commitment under- 
written public offering of securities in reliance upon 
this exemptive rule and the date on which the offering 
is commenced. This action is responsive to the con- 
cerns expressed by some witnesses at the recently 
completed small business hearings that underwritten 
offerings in reliance upon this rule are adversely 
affected by the existing proscription on use of the 
preliminary offering circular prior to the commence- 
ment of the offering. 


DATES: Comments should be submitted on or before 
December 31, 1978. 


ADDRESS: Comment letters should refer to File No. 
$7-762 and should be submitted in triplicate to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. All comments received will be available for 
public inspection and copying in the Commission’s 
Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Ruth D. 
Appleton, (202) 755-1290 or Linda L. Griggs (202) 
755-1803, Division of Corporation Finance, Securities 
and Exchange Commission, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Commis- 
sion today published for comment a proposed 
amendment to Regulation A [17 CFR 230.251-.264], a 
regulation adopted by the Commission pursuant to 
section 3(b) of the Securities Act of 1933 (“1933 Act”) 
[15 U.S.C. 77a et seq., as amended by Pub. L. No. 
94-29 (June 4, 1975)]. The amendment is being 
proposed in the nature of an experiment for the 





purpose of facilitating the use of Regulation A for firm 
commitment underwritten public offerings of secu- 
rities. 


The proposal represents another step in the Commis- 
sion’s ongoing efforts to assist small businesses. In 
Securities Act Release No. 5977 (September 11, 1978) 
[43 FR 41383], the Commission adopted an 
amendment to Regulation A to increase the aggregate 
offering price of securities which may be sold 
thereunder during a twelve month period from $500,000 
to $1,500,000. This amendment followed Congres- 
sional action raising the aggregate amount of the small 
offering exemption specified in section 3(b). In 
Securities Act Release No. 5975 (September 8, 1978) 
[43 FR 41193], the Commission adopted an 
amendment to Rule 146 [17 CFR 230.146], the private 
placement exemptive rule, which modifies the dis- 
closure requirements when an offering does not exceed 
$1,500,000. Most recently, the Commission amended 
Rule 144 [17 CFR 230.144], the rule which sets forth 
guidelines for the resale of certain securities, and pro- 
posed amendments to that rule. Securities Act Release 
No. 5979 (September 19, 1978) [43 FR 43709] amends 
Rule 144 to (1) relax the limitations on the amount of 
securities that can be sold under the rule; (2) permit 
sales made under the rule through market makers; and 
(3) eliminate the brokerage or market maker transaction 
requirement with respect to sales of securities by 
estates and beneficiaries thereof who are not affiliates 
of the issuer of securities.! Securities Act Release No. 
5980 (September 20, 1978) [43 FR 43726] proposed for 
comment amendments to Rule 144 which would permit 
persons who have held securities covered by the rule 
for five years or more to sell such securities without 
any limitations, provided such persons are not 
affiliates of the issuer of the securities. 


BACKGROUND 


Section 3(b) of the 1933 Act authorizes the 
Commission to adopt rules and regulations to exempt 
securities from the registration requirements of the Act 
where the aggregate amount at which such issue is 
offered to the public does not exceed $2,000,000.2 Pur- 





1 In Securities Act Release No. 5995 (November 8, 
1978) [43 FR Jj, Rule 144, Form 144 [17 CFR 239.144] 
and Form S-8 [17 CFR 239.16b] were amended further 
to reflect the amendments to Rule 144 adopted on 
September 19, 1978. 


2 Pub. L. 95-425 raised the ceiling under section 3(b) to 
$2,000,000. At the Commission meeting on September 
7, 1978, it was determined to raise the ceiling under 
Regulation A to $1,500,000 with the decision whether 
to raise the ceiling to $2,000,000 being deferred for a 
period of experience. Securities Act Release No. 5977 
(Sept. 11, 1978) [43 FR 41383]. 


suant to this authority, the Commission adopted 
Regulation A.3 


Regulation A requires the filing and use of an offering 
circular containing information similar to, but less 
extensive than, the information which would be 
contained in a prospectus delivered pursuant to 
section 5 of the Act.4 The most significant advantage 
to the use of a Regulation A offering circular over a 
1933 Act prospectus used for registration of securities 
is that the financial statements in the offering circular 
need not be certified.5 


Regulation A requires delivery of an offering circular 
concurrently with or prior to any written offer of 
securities made pursuant to its exemptive provisions. 
Rule 256(a) [17 CFR 230.256(a)] further provides that if 
the issuer is not required to file reports pursuant to 
section 13(a) or 15(d) of the Securities Exchange Act of 
1934 (“Exchange Act”) [15 U.S.C. 78a et seq., as 
amended by Pub. L. No. 94-29 (June 4, 1975)], it must 
furnish an offering circular to the prospective 
purchaser at least 48 hours prior to the delivery of the 
confirmation of sale. Subject to one essential 
distinction, this delivery requirement parallels the 
prospectus delivery requirements applicable to 
registered public offerings. Under section 5(b)(2), 
unless an exemption from registration is available for 
the sale of a security, the sale must be accompanied or 
preceded by a prospectus. 





3Under the authority granted by section 3(b), the 
Commission has also, inter alia, adopted Regulation B 
(17 CFR 230.300-230.346) for fractional undivided 
interests in oil and gas rights; Rule 240 (17 CFR 
230.240) for certain limited offers and sales by closely 
held issuers; Regulation E (17 CFR 230.601-230.610a) 
for securities of smal! business investment companies; 
and Regulation F (17 CFR 230.651-230.656), for 
assessments or assessable stock and for assessable 
stock offered or sold to realize assessments. 


4A Regulation A offering which meets the conditions 
set forth in Rule 257 (17 CFR 230.257), however, may 
be made without the use of an offering circular if the 
aggregate offering price of all securities of the issuer, 
its predecessors and affiliates does not exceed 
$100,000. See Securities Act Releae No. 5977 (Sept. 11, 
1978). 


5 in Securities Act Release No. 5977, however, the 
Commission stated that it had determined not to 
require certified financial statements for offerings with 
an aggregate offering price above $500,000 although it 
“strongly encourage[d] the use of certified financials.” 


SEC DOCKET/143 





Issuers of securities registered under the 1933 Act 
must also satisfy certain other prospectus delivery 
requirements, however. Section 8 of the Act requires 
the Commission to have “due regard to the adequacy of 
the information respecting the issuer theretofore avail- 
able to the public” in making a determination whether 
to act favorably upon an issuer’s request for accelera- 
tion of the effective date of the registration statement. 
This provision, as implemented in Rule 460 [17 CFR 
230.460], promulgated under the Act, has been inter- 
preted as a declaration of policy that information con- 
cerning the issuer must be disseminated before sales 
of its securities may be made and accordingly that, if 
the issuer is not required to file reports pursuant to 
section 13(a) or 15(d) of the Exchange Act, the 
Commission may not accelerate the effective date of a 
registration statement unless copies of a preliminary 
prospectus have been distributed to all persons to 
whom the underwriters expect to mail confirmations 
not less than 48 hours prior to the time it is expected 
such confirmations will be mailed (Securities Act 
Release No. 4968 (April 24, 1969) [34 FR 7235]). 


The crucial distinction between the delivery 
requirements applicable to offerings registered under 
the 1933 Act and those applicable to offerings exempt 
from registration under Regulation A is that, unlike the 
registered offering, in which a preliminary prospectus 
may be used prior to the effective date of the 
registration statement, no preliminary offering circular 
may be distributed prior to the commencement of a 
Regulation A offering. 


Some of the witnesses from the investment banking 
community testifying before the Commission in its 
hearings on small business capital formation stated 
that Regulation A is currently not suited for the firm 
underwritten distribution process. The inability of an 
underwriter to circulate a preliminary offering docu- 
ment prior to the date on which the Regulation A 
offering is commenced may adversely affect the 
feasibility of Regulation A for firm commitment 
underwritten public offerings and accordingly may 
dissuade potential underwriters from entering firm 
commitment arrangements with respect to Regulation 





6 Under Rule 255 [17 CFR 230.255], a Regulation A 
offering may not be commenced until ten business 
days after the original notification is filed or ten 
calendar days after an amended notification is filed, 
unless acceleration is granted. Under Rule 263 [17 CFR 
230.263], the issuer is required to notify the 
Commission if the offering is not commenced within 
three business days after the issuer is advised that the 
Commission has no further comments on the 
notification. 
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A offerings. Some of the possible reasons for this 
adverse effect on underwritten Regulation A offerings 
may include the following: ; 


1. Adequate information concerning the issuer cannot 
be disseminated to and absorbed by potential investors 
prior to commencement of actual sales of the security. 


2. The underwriter cannot follow the traditional 
practice of soliciting prospective selling group 
members to participate in the offering by furnishing 
them with a proposed offering document in preliminary 
form which they can review with prospective 
purchasers in order to decide whether to participate as 
members of the selling group. 


3. The proposed offering document cannot be 
reviewed with analysts, institutional investors and 
others to determine whether it contains ambiguities or 
omits information which prospective investors 
consider material to an investment decision. Thus, the 
issuer and the underwriter may be cut off from an 
important source of information on which improve- 
ments in the quality of the disclosure document may 
be used. 


4. Steps customarily taken in connection with an 
underwritten public offering to ascertain the extent of 
investor interest cannot be taken, precluding the 
underwriters from obtaining that information neces- 
sary to establish the price per share, size of the pro- 
posed offering and terms on which the offering should 
be made, and the underwriting commission. 


5. Because of the requirement that the offering 
circular be delivered 48 hours prior to confirmation of 
sale, the issuer and the underwriters must agree on all 
of the pertinent terms of the offering, such as the price 
per share and aggregate amount to be offered, 48 hours 
before the securities may be sold. 


For the foregoing reasons, any underwriters willing to 
undertake a firm commitment Regulation A offering 
would be likely to insist that the underwriting commis- 
sions be increased to reflect their uncertainty about the 
marketability of the issue that exists due to an inability 
to determine potential investor interest in the offering 
prior to the date of its commencement. 


DISCUSSION OF THE PROPOSAL 


The proposed amendment to Regulation A would add a 
provision permitting the use of a preliminary offering 
circular in the form filed with a Regulation A notifi- 
cation on Form 1-A [17 CFR 239.90] if the following 
conditions are met: 


1. The offering circular contains substantially the 
information required by Regulation A, or contains sub- 





stantially that information except for certain data 
dependent upon the offering price. 


2. The preliminary offering circular is clearly desig- 
nated as such and bears a legend comparable to that 
required on the cover of a Preliminary Prospectus. 


3. The aggregate offering price of the securities being 
offered pursuant to the Regulation A exemption is 
equal to or in excess of $500,000. 


4. The offering relates solely to a firm commitment 
underwritten public offering of securities. 


5. A definitive offering circular other than one desig- 
nated as a “Preliminary Offering Circular” accompanies 
or precedes the confirmation of sale sent to any person 
who has been furnished the preliminary offering 
circular. 


The proposed amendment is based upon Rule 433 [17 
CFR 230.433], which sets forth the terms and 
conditions governing the use of a preliminary 
prospectus in connection with an offering registered 
under the Securities Act of 1933. Unlike Rule 433, how- 
ever, the proposal would limit the use of a preliminary 
offering circular in the following ways: (1) the 
aggregate offering price of the securities being offered 
pursuant to the Regulation A exemption must be equal 
to or in excess of $500,000; and (2) the offering must 
relate solely to a firm commitment underwritten public 
offering of securities. 


The restrictions relating to the amount of the offering 
and the type of underwriting arrangements are 
intended to assure that the preliminary offering circular 
is of a reasonably good quality. Comment is 
specifically invited on the proposed $500,000 offering 
amount restriction and its anticipated impact.on the 
availability of the proposal to small businesses. No 
distinction is made under Rule 433 between firm 
commitment underwritten offerings and best efforts or 
non-underwritten offerings. The reason for proposing 
in paragraph (i) of Rule 256 that a preliminary offering 
circular be useable in a firm commitment underwritten 
offering is that the difficulty created by the absence of 
a preliminary offering circular is greater as to firm 
commitment offerings than as to best efforts or non- 
underwritten offerings. 


The proposal would not require that the underwriting 
agreement filed as an exhibit to the notification pur- 
suant to Rule 255(a) be signed. Nevertheless, the 
Commission expects that the issuer which intends to 
use the offering circular as a preliminary offering 
circular will have a bona fide intent to enter an agree- 
ment with the underwriter for such underwriter’s pur- 
chase of all of the securities to be offered pursuant to 
the subject offering circular. Furthermore, any under- 


writer named in the offering by the issuer would be 
expected to be able to satisfy the net capital require- 
ments? upon taking the securities. 


Similarly to the provisions of Rule 433, the preliminary 
offering circular would be required to contain sub- 
stantially the information generally required in offering 
circulars used pursuant to the provisions of Regulation 
A, except for the omisssion of specified information 
relating to the offering price and the underwriter’s 
compensation. In addition, the preliminary offering 
circular would be required to include a legend similar 
to that required on a preliminary prospectus. The pro- 
posed legend to be included on the cover page of the 
preliminary offering circular, however, would be 
required to be printed in a color other than red and 
different from that used elsewhere in the offering 
circular, in order to distinguish it from a “red herring” 
or preliminary prospectus. In this regard, comments 
are invited on whether the costs of using a second 
color for the required legend are so substantial that an 
alternative means of emphasizing the legend should be 
considered. 


The requirement that a definitive offering circular 
accompany or precede the confirmation of sale is 
intended to assure that prospective purchasers who 
received a preliminary offering circular receive the 
offering circular which includes all information relating 
to the offering price and the underwriter’s compensa- 
tion. This type of information likely would be deleted 
from the preliminary offering circular. Similarly, on a 
registered offering, delivery of a definitive prospectus 
to purchasers of the securities is required by section 
5(b)(2) of the 1933 Act. 


The proposal would enable the distribution of a 
preliminary offering circular complying with the 
provisions of proposed paragraph (i) of Rule 256 of 
Regulation A once the notification and offering circular 
were filed with the Commission. Oral offers related to 
such a preliminary offering circular would also be per- 
mitted. The provisions of sections (a) and (d) of Rule 
255 would not be applicable to these uses of the 
preliminary offering circular. It should be noted, how- 
ever, that sales of the securities would not be per- 
mitted during the ten day waiting periods provided for 
by sections (a) and (d) of Rule 255. 


If the staff has no comments on the preliminary 
offering circular, its distribution to persons to whom 
the securities are expected to be sold would satisfy the 
requirements of paragraphs (a)(1) and (a)(2) of Rule 





7 Rule 15c3-1 [17 CFR 240.15c3-1]. 
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256.8 Therefore, the proposal would permit persons to 
make written offers of securities of an issuer under 
Regulation A if the offer is accompanied or preceded 
by a preliminary offering circular meeting the require- 
ments of paragraph (i). Furthermore, the proposal 
would enable persons to mail confirmations of sale to 
those prospective purchasers who had received such a 
preliminary offering circular 48 hours prior to their 
receipt of the confirmation. These persons would also 
receive copies of the definitive offering circular, that is, 
the offering circular containing the information 
required by Schedule | of Form 1-A, pursuant to 
proposed paragraph (i)(5) of Rule 256. Sales to persons 
who had not received preliminary offering circulars 
would have to satisfy the existing requirements of Rule 
256(a), with delivery of an offering circular containing 
the Schedule | information 48 hours prior to receipt of 
the confirmation with respect to non-reporting issuers. 


Rule 256(a)(2) does not require compliance with the 48 
hour delivery provision with respect to offerings of 
issuers which are reporting companies. Therefore, the 
offering circular required to be distributed by proposed 
paragraph (i)(5) would be delivered to all prospective 
purchasers of the issuer’s securities in compliance 
with Rule 256(a)(2). 


If the staff has comments on the preliminary offering 
circular, the issuer would be required to file an amend- 
ment to the circular pursuant to Rule 255(d). Provided 
the conditions in proposed paragraph (i) are met, the 
amended offering circular could be distributed as a 
preliminary offering circular during the ten day waiting 
period provided for by Rule 255(d) during which sales 
of the securities cannot be made. The amended 
offering circular could also be used to satisfy the pro- 
visions of Rule 256(a). 


Rule 255(d) enables the Commission, and its staff by 
delegated authority9, to authorize the offering of 
securities prior to the expiration of ten days following 





8 Paragraph (a)(1) requires that a written offer of the 
securities be accompanied or preceded by an offering 
circular containing all of the information specified in 
Schedule | of Form 1-A. Paragraph (a)(2) provides that 
a person to whom a confirmation of sale is mailed 
should receive a copy of such an offering circular at 
least 48 hours prior to receipt of the confirmation if the 
issuer is not required to file reports pursuant to section 
13(a) or 15(d) of the Exchange Act. The offering circular 
may be furnished with or at any time prior to delivery of 
the confirmation of sale with respect to reporting 
issuers, however. 


947 CRF 200.30-1(g)(2). 
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the filing of an amendment. Upon request for accelera- 
tion of the ten day period, the staff likely would require 
redistribution of the amended preliminary offering 
circular as a condition to the exercise of its discretion 
to authorize the commencement of sales prior to the 
expiration of the ten day period if the previously 
distributed preliminary offering circular is considered 
by the staff to be materially deficient.'Y Once again, 
the distributed amended preliminary offering circular 
may be used for compliance with Rule 256(a) in lieu of 
the offering circular containing all of the information 
required by Schedule | provided the conditions in para- 
graph (i) are met. Of course, with respect to issuers not 
required to file reports pursuant to section 13(a) or 
15(d), prospective purchasers would have to receive the 
amended preliminary offering circular 48 hours prior to 
their receipt of confirmation of sale. 


The staff likely would require also redistribution of the 
amended preliminary offering circular with respect to 
reporting issuers as a condition to acceleration where 
the amendments are material even though Rule 
256(a)(2) would require only that prospective 
purchasers be furnished the definitive offering circular 
prior to or together with receipt of their confirmation of 
sale. The staff’s procedure for determining whether 
redistribution of the preliminary offering circular will 
be required is intended to parallel procedures now 
followed by the staff with respect to the determination 
whether redistribution of a preliminary prospectus is 
required in offerings registered under the 1933 Act. 


TEXT OF PROPOSED AMENDMENT 


17 CFR 230.256 is proposed to be amended to revise 
paragraph (a) and add paragraph (i) as follows: 
§ 230.256 Filing and use of the offering circular. 


(a) Except as provided in paragraphs (c) or (i) of this 
section and in § 230.257— 


* a * 


(i) An offering circular filed pursuant to paragraph (f) 
may be distributed prior to the expiration of the ten day 
waiting periods provided for in § 230.255 (a) and (d) and 
such distribution may be accompanied or followed by 
oral offers related thereto provided the conditions in 
subparagraphs (1) through (5) are met. In addition, 
such distributed offering circular may be used to meet 
the requirements of paragraph (a) of § 230.256 and 





10 Should redistribution not be required, the earlier 
offering circular, which was designated as a “Pre- 
liminary Offering Circular,” couid be used to satisfy the 
delivery requirements of Rule 256(a). 





shall be exempt pursuant to the requirements of 
section 3(b) of the Act. 


(1) Such offering circular contains substantially the 
information required by this section to be included in 
an offering circular, or contains substantially that 
information except for the omission of information 
with respect to the offering price, underwriting dis- 
counts or commissions, discounts or commissions to 
dealers, amount of proceeds, conversion rates, call 
prices, or other matters dependent upon the offering 
price. 


(2) The aggregate offering price of the securities 
being offered pursuant to the Regulation A exemption 
is equal to or in excess of $500,000. 


(3) The outside front cover page of such form of 
offering circular shall bear, in ink of a color other than 
red and different from that used elsewhere in the 
offering circular, the caption “Preliminary Offering 
Circular,” the date of its issuance, and the following 
statement printed in type as large as that used 
generally in the body of such offering circular: 


A notification pursuant to Regulation A 
relating to these securities has been filed 
with the Securities and Exchange Commis- 
sion, but information contained herein is 
subject to completion or amendment. These 
securities may not be sold nor may offers to 
buy be accepted prior to the time an offering 
circular which is not designated as a 
Preliminary Offering Circular is delivered. 
This offering circular shall not constitute an 
offer to sell or the solicitation of an offer to 
buy nor shall there be any sales of these 
securities in any state in which such offer, 
solicitation or sale would be unlawful prior 
to registration or qualification under the 
securities laws of any such state. 


(4) The offering circular relates solely to a proposed 
firm commitment underwritten public offering of 
securities; and 


(5) An offering circular which contains all of the 
information specified in Schedule | or Form 1-A [17 
CFR 239.90] and which is not designated as a 
Preliminary Offering Circular is furnished with or prior 
to delivery of the confirmation of sale to any person 
who has been furnished with a preliminary offering 
circular pursuant to this paragraph. 


* * * * 


[Secs. 3(b), 19(a), 48 Stat. 75, 85; sec. 209, 48 Stat. 
908; 59 Stat. 167; Pub. L. 91-565, 84 Stat. 1480; sec. 
308(a)(2), 90 Stat. 57; 15 U.S.C. 77c(b), 77s(a)] 


STATUTORY BASIS 
The amendment to Rule 256 is being proposed by the 
Commission pursuant to the Securities Act of 1933, 
particularly sections 3(b) and 19(a) thereof. 
By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15317/November 9, 1978 


FILING AND DISCLOSURE REQUIREMENTS RELAT- 
ING TO BENEFICIAL OWNERSHIP 


Notice of Proposed Amendments to Schedules 
AGENCY: Securities and Exchange Commission. 


ACTION: Proposed amendments to schedules. 
SUMMARY: The Commission is proposing for 
comment amendments to the schedules relating to the 
disclosure requirements applicable to certain 
beneficial owners of certain classes of equity 
securities. The purpose of the amendments is to 
enable the Commission to satisfy its obligation under 
Section 13(g) of the Securities Exchange Act of 1934 
“...to tabulate and promptly make available the 
information contained in any report filed pursuant to 
this subsection. . .” . The Commission also describes 
and invites comment on its proposed methods for 
collating beneficial ownership information, through 
computer and other systems, to satisfy its above- 
mentioned Section 13(g) obligation, and on its 
proposal to amend the beneficial ownership schedules 
to request the Social Security or |.R.S. identification 
number of “reporting persons.” 


DATE: Comments must be received on or before 
December 18, 1978. 


ADDRESS: Comments should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File No. S7-761. All comments 
received will be available for public inspection and 
copying in the Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. 20549. 
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FOR FURTHER INFORMATION CONTACT: William 
H. Carter, Office of Disclosure Policy and Proceedings, 
Division of Corporation Finance, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202/376-8090). 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today announced proposed 
amendments to Schedule 13D [17 CFR 240.13d-101], 
Schedule 13G [17 CFR 240.13d-102], and Schedule 
14D-1 [17 CFR 240.14d-100] relating to disclosure by 
certain persons whose beneficial ownership of equity 
securities described in Section 13(d)(1) of the 
Securities Exchange Act of 1934 [“Exchange Act”] [15 
U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 
(June 4, 1975) and Pub. L. No. 95-213 (December 19, 
1977)] exceeds five percent. The amendments are being 
proposed for comment to assist in the development of 
acomprehensive system to tabulate and make publicly 
available the information contained in the schedules 
disclosing the beneficial ownership of certain public 
companies. The amendments consist basically of 
expanded cover pages for the three schedules on which 
persons filing the schedules will abstract certain data 
from within the schedules in order to facilitate the 
entering of such data into the Commission’s computer 
system. The tabular information required on these 
amended cover pages would not be deemed to be 
“filed” for the purpose of Section 18 of the Securities 
Exchange Act of 1934 (“Act”) or otherwise subject to 
the liabilities of that section of the Act but shall be 
subject to all other provisions of the Act. 


1. Background 


The Williams Act Amendments to the Exchange Act 
were designed: (1) to provide adequate disclosure and 
other protection to stockholders in connection with 
takeover attempts, such as tender offers and corporate 
repurchases; and (2) to provide adequate disclosure to 
stockholders in connection with any substantial acqui- 
sition of securities within a relatively short period of 
time. Section 13(d) of the Exchange Act, added by the 
Williams Act Amendments, requires any person who 
acquires beneficial ownership of more than five percent 
of aclass of certain equity securities to file a statement 
with the Commission reporting that acquisition and 
certain other information related to such person’s 
ownership of those securities. Section 13(d)(3) also 
requires disclosure from certain “groups” of persons 
who beneficially own five percent of a class of equity 
securities and act together for the purpose of 
acquiring, holding or disposing of the securities. 
Section 13(d) is not, however, an ownership reporting 
provision of general application. Its legislative history 
reveals it was intended to provide information to the 
public and the affected issuer about rapid accumu- 
lations of its equity securities in the hands of persons 
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who would then have the potential to change or 
influence control of issuer.! 


Because Section 13(d) attempts to deal with the more 
limited concern of rapid shifts in control, acquisitions 
unrelated to that purpose were exempted therefrom. 
Thus, persons who acquire not more than two percent 
of a class of securities within a twelve month period are 
exempted by Section 13(d)(6)(B) from disclosing their 
ownership. Also, Section 13(d) is keyed to making an 
“acquisition” of the requisite amount of securities. 
Thus persons who acquired their ownership prior to the 
enactment of the five percent threshold on December 
22, 1970 (Pub. L. 91-567) are not subject to Section 
13(d). There is also an exemption under Section 
13(d)(6)(A) from reporting acquisitions of securities 
acquired in a stock-for-stock exchange which is 
registered under the Securities Act of 1933 [15 U.S.C. 
77a et seq.]. 


In June 1975 Congress enacted Section 12(m) of the 
Exchange Act which directed the Commission to con- 
duct a study and investigation of the practice of 
recording the ownership of securities in other than the 
name of the beneficial owner—‘“street”2 and 
“nominee”? names—to determine whether the practice 
is consistent, inter alia, with the purpose of Section 
13(d). In its Final Report to Congress on December 3, 
1976 the Commission concluded that the practice 
limits the amount of information readily available to 
the public regarding beneficial owners of substantial 
amounts of an issuer's securities. In particular, the 
Commission noted the gaps in Section 13(d) discussed 
above, which permit certain persons whose ownership 
exceeds five percent to avoid reporting such owner- 
ship. The Commission recommended that a compre- 
hensive system for disclosure of ownership interests 
be established and requested legislation to require 
ownership reports from those persons owning more 





1S. Rep. No. 550, 90th Cong., 1st Sess. 7(1967); H.R. 
Rep. No. 1711, 90th Cong. 2nd Sess. 8 (1968) and 
Hearings on S. 510 Before the Subcomm. on Securities 
of the Senate Comm. on Banking and Currency, 90th 
Cong., 1st Sess. (1967). 


2 Street name registration, a specialized type of 
nominee registration, refers to the practice of a broker 
registering in its name, or in the name of its nominee, 
securities left with it by customers or held by it for its 
own account. 


3 Nominee name registration refers to arrangements 
used by institutional investors and financial 
intermediaries for the registration of securities held by 
them for their own account or for the account of their 
customers who are the beneficial owners of the 
securities. 





than five percent of an issuer’s securities who were not 
then required to report under the Exchange Act. 


The Commission’s recommendation was implemented 
by the enactment of Section 13(g) of the Exchange Act 
on December 19, 1977.4 Section 13(g)(1) requires any 
person who is directly or indirectly the beneficial owner 
of more than five percent of a class of equity securities 
specified in Section 13(d)(1) of the Exchange Act to 
send to the issuer and file with the Commission a 
statement which sets forth, in such form and at such 
time as the Commission may, by rule, prescribe: such 
person’s identity, residence, citizenship, the number 
and description of the shares in which such person has 
an interest and the nature of such interest. 


The legislative history is clear that Section 13(g) was 
intended to “supplement the current statutory scheme 
by providing legislative authority for certain additional 
disclosure requirements that in some cases could not 
be imposed administratively.”5 The principal effect of 
Section 13(g), therefore, is to provide the authority 
necessary to close the gaps previously described in the 
disclosure requirements under Section 13(d). 


Finally, and most relevant as to the proposals set forth 
today, the legislative history of Section 13(g) also 
stresses “the need to integrate and consolidate, where- 
ever possible, the various reporting requirements of the 
Securities Exchange Act into a comprehensive system 
for gathering and disseminating information about 
ownership interests in public (sic) held companies.” 
Thus, Section 13(g)(5) directs the Commission to take 
such steps as it deems necessary or appropriate in the 
public interest: To achieve centralized reporting of 
information regarding ownership; to avoid unneces- 
sarily duplicative reporting by and minimize the 
compliance burden on persons required to report; and 
to tabulate and promptly make available the 
information contained in any report filed thereunder in 
a manner which will, in the view of the Commission, 
maximize the usefulness of the information. 





4 Section 13(g) was added to the Exchange Act by the 
Domestic and Foreign Investment Disclosure Act of 
1977 [the “Act’’] [Title Il of Public Law No. 95-213]. The 
Act also amended Section 13(d)(1) and Section 15(d) of 
the Exchange Act and added Section 13(h) to the 
Exchange Act. 


Ss. Rep. No. 114, 95th Cong. 1st Sess. 13 (1977). 
6 ia. 


7 S. Rep. No. 114, 95th Cong. ist Sess. 14 (1977). 


In addition to the tabulation systems described in this 
release, existing disclosure requirements under Item 5 
of Schedule 14A and Item 13 of Form 10-K impose an 
obligation on registrants to disclose certain persons’ 
beneficial ownership of securities, including the 
ownership of persons beneficially owning more than 
five percent of certain classes of the registrant’s equity 
securities. Copies of reports on Schedules 13D, 13G 
and 14D-1 are required to be sent to registrants in part 
to provide them with information with which to make 
disclosures in annual reports and proxy statements. 
The computer system described herein may afford 
registrants a means of confirming that they have 
received all such reports on Schedules 13D, 13G and 
14D-1. 


ll. Synopsis of Proposed Amendments to Schedules 


A. General 


In order to effectuate the Congressional purpose 
underlying Section 13(g), as described above, the 
Commission is proposing, inter alia, that the existing 
“cover pages” for Schedule 13D, Schedule 13G, and 
Schedule 14D-18 be replaced by expanded cover pages 
and that a set of instructions for the cover pages be 
added. As can be seen from the proposed amend- 
ments, the new cover pages, with the exception of the 
disclosure of Social Security or 1.R.S. identification 
numbers, do not require any additional disclosure but 
merely require information presently in the Schedules 
to be abstracted on the cover page to facilitate its 
insertion into a computer system. Consideration is 
also being given to having blank copies of the cover 
pages available from the Commission’s publication 
unit for the convenience of reporting persons. As noted 
above, the new cover pages would also request (on a 
voluntary basis) the Social Security of |.R.S. identifi- 
cation number of each “reporting person.” 


The proposed methods for the tabulation and public 
dissemination of all such data are discussed later in 
this release. The public availability of this additional 
data will, of course, only supplement the original 
Schedules 13D, 13G and 14D-1, which will continue to 
be available to the public as soon as filed. 


B. Proposed Amendment to Schedule 13D 


The proposed amended cover page for Schedule 13D 
and the instructions thereto appear immediately below. 





8 The cover page to Schedule 14D-1 is being amended 
along with the cover pages of Schedules 13D and 13G 
since Schedule 14D-1, in certain specified circum- 
stances, may be used to satisfy the reporting require- 
ments of Section 13(d). 
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It is contemplated that this cover page would entirely 
replace the existing one, to be followed by “Instruc- 
tions for Cover Page” and “SPECIAL INSTRUCTIONS 
FOR SCHEDULE 13D.” For purposes of clarity, the 
existing caption titled “Instructions” would be changed 
to “General Instructions.” 


Text of Amended Schedule 
§ 240.13d-101 Schedule 13D—Information to be 
included in statements filed pursuant to § 240.13d-1 (a) 


and amendments thereto filed- pursuant to § 
240.13d-2(a). 


SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 
SCHEDULE 13D 


Under the Securities Exchange Act of 1934 
(Amendment No. )° 





(Name of Issuer) 





(Title of Class of Securities) 





(CUSIP Number) 





(Name, Address and Telephone Number 
of Person Authorized to Receive 
Notices and Communications) 





(Date of Event which Requires Filing 
of this Statement) 


If the filing person has previously filed a statement on 
Schedule 13G to report the acquisition which is the 
subject of this Schedule 13D, and is filing this 
schedule because of Rule 13d-1(b)(3) or (4), check the 
following box 0. 


Check the following box if a fee is being paid with this 
statement CO. (A fee is not required only if the reporting 
person: (1) has a previous statement on file reporting 
beneficial ownership of more than five percent of the 
class of securities described in Item 1; and (2) has filed 
no amendment subsequent thereto reporting beneficial 
ownership of less than five percent of such class. See 
Rule 13d-7). 


*The remainder of this cover page shall be filled out for 
a reporting person’s initial filing on this form with 
respect to the subject class of securities, and for any 
subsequent amendment containing information which 
would alter disclosures provided in a prior cover page. 


Note: Six copies of this statement, including all 
exhibits, should be filed with the Commission. See 
Rule 13d-1(a) for other parties to whom copies are to be 
sent. 


The information required on the remainder of this cover 
page shall not be deemed to be “filed” for the purpose 
of Section 18 of the Securities Act of 1934 (“Act”) or 
otherwise subject to the liabilities of that section of the 
Act but shall be subject to all other provisions of the 
Act. 


Instructions for Cover Page 


(1) Names and Social Security Numbers of Reporting 
Persons Furnish the full legal name of each person 
for whom the report is filed—i.e., each person required 
to sign the schedule itself—including each member of 
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a group. Do not include the name of a person required 
to be identified in the report but who is not a reporting 
person. Reporting persons are also requested to 
furnish their Social Security or |.R.S. identification 
numbers, although disclosure of such numbers is 
voluntary, not mandatory (see “SPECIAL INSTRUC- 
TIONS FOR COMPLYING WITH SCHEDULE 13-D” 
below). 


(2) If any of the shares beneficially owned by a 
reporting person are held as a member of a group and 
such membership is expressly affirmed, please check 
column 2(a). If the membership in a group is dis- 
claimed or the reporting person describes a 
relationship with other persons but does not affirm the 
existence of a group, please check column 2(b) [unless 
a joint filing pursuant to Rule 13d-1(e)(1)]. 


(3) The 3rd column is for SEC internal use; please 
leave blank. 


(4) Classify the source of funds or other considera- 
tion used or to be used in making the purchases as 
required to be disclosed pursuant to Item 3 of Schedule 
13D and insert the appropriate symbol (or symbols if 
more than one is necessary) in column (4): 
Category of Source Symbol 
Subject Company (Company whose 
securities are being acquired) 
Bank 
Affiliate (of reporting person) 
Working Capital (of reporting 
person) 
Personal Funds (of reporting PF 
person) 
Other 


Sc 


BK 
AF 
wc 


0O 


(5) If disclosure of legal proceedings or actions is 
required pursuant to either Items 2(d) or 2(e) of 
Schedule 13D, column 5 should be checked. 


(6) Citizenship or Place of Organization—Furnish 
citizenship if the named reporting person is a natural 
person. Otherwise, furnish place of organization. (See 
Item 2 of Schedule 13D). 


(7)-(11), Aggregate Amount Beneficially Owned by 
Each Reporting Person, etc.—Columns (7) through 
(11), inclusive, and (13) are to be completed in 
accordance with the provisions of Item 5 of Schedule 
13D. All percentages are to be rounded off to nearest 
tenth (one place after decimal point). 


(12) Check if the aggregate amount reported as bene- 
ficially owned in column (11) does not include shares 
which the reporting person discloses in the report but 
as to which beneficial ownership is disclaimed pur- 


suant to Rule 13d-4 [17 CFR 240.13d-4] under the 
Securities Exchange Act of 1934. 


(14) Type of Reporting Person—Please classify each 
“reporting person” according to the following break- 
down and place the appropriate symbol (or symbols, 
i.e., if more than one is applicable, insert all applicable 
symbols) on the form: 


Category 


Broker Dealer 

Bank 

Insurance Company 

Investment Company 

investment Adviser 

Employee Benefit Plan, Pension Fund, 
or Endowment Fund 

Parent Holding Company 

Corporation 

Partnership 

Individual 

Other 


Note: Attach additional pages if needed. 


SPECIAL INSTRUCTIONS FOR COMPLYING WITH 
SCHEDULE 13D 


Under Sections 13(d) and 23 of the Securities Exchange 
Act of 1934 and the rules and regulations thereunder, 
the Commission is authorized to solicit the information 
required to be supplied by this schedule by certain 
security holders of certain issuers. 


Disclosure of the information specified in this 
schedule is mandatory, except for Social Security or 
1.R.S. identification numbers, disclosure of which is 
voluntary. The information will be used for the primary 
purpose of determining and disclosing the holdings of 
certain beneficial owners of certain equity securities. 
This statement will be made a matter of public record. 
Therefore, any information given will be available for 
inspection by any member of the public. 


Because of the public nature of the information, the 
Commission can utilize it for a variety of purposes, 
including referral to other governmental authorities or 
securities self-regulatory organizations for investiga- 
tory purposes or in connection with litigation involving 
the Federal securities laws or other civil, criminal or 
regulatory statements or provisions. Social Security or 
1.R.S. identification numbers, if furnished, will assist 
the Commission in identifying security holders and, 
therefore, in promptly processing statements of bene- 
ficial ownership of securities. 


Failure to disclose the information requested by this 
schedule, except for Social Security or !.R.S. identifi-~ 
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cation numbers, may result in civil or criminal action 
against the persons involved for violation of the 
Federal securities laws and rules promulgated there- 
under. 


C. Proposed Amendment to Schedule 13G 


The proposed amended cover page for Schedule 13G 
and the instructions thereto appear immediately below. 
It is contemplated that this cover page would entirely 
replace the existing one, to be followed by 
“Instructions for Cover Page” and “SPECIAL INSTRUC- 
TIONS FOR COMPLYING WITH SCHEDULE 13G.” For 
purposes of clarity the existing caption titled 
“Instructions” would be changed to ‘General 
Instructions.” 


Text of Amended Schedule 


§ 240.13d-102 Schedule 13G—Information to be 
included in statements filed pursuant to § 240.13d-1(b) 
and amendments thereto filed pursuant to § 
240.13d-1(b) and amendments thereto filed pursuant to 
§ 240.13d-2(b). 


SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 


SCHEDULE 13G 


Under the Securities Exchange Act of 1934 
(Amendment No. 





(Name of Issuer) 





(Title of Class of Securities) 





(CUSIP Number) 


Check the following box if a fee is being paid with this 
statement: (. (A fee is not required only if the filing 
person: (1) has a previous statement on file reporting 


beneficial ownership of more than five percent of the 
class of securities described in Item 1; and (2) has filed 
no amendment subsequent thereto reporting beneficial 
ownership of less than five percent of such class.) (See 
Rule 13d-7.) 


*The remainder of this cover page shall be filled out for 
a reporting person’s initial filing on this form with 
respect to the subject class of securities, and for any 
subsequent amendment containing information which 
would alter the disclosures provided in a prior cover 


page. 


The information required in the remainder of this cover 
page shall not be deemed to be “filed” for the purpose 
of Section 18 of the Securities Exchange Act of 1934 
(“Act”) or otherwise subject to the liabilities of that 
section of the Act but shall be subject to all other 
provisions of the Act. 


Instructions for Cover Page 


(1) Names and Social Security Numbers of Reporting 
Persons—Furnish the full legal name of each person 
for whom the report is filed—i.e., each person required 
to sign the schedule itself—including each member of 
a group. Do not include the name of a person required 
to be identified in the report but who is not a reporting 
person. Reporting persons are also requested to 
furnish their Social Security or 1.R.S. identification 
numbers, although disclosure of such numbers is 
voluntary, not mandatory (see “SPECIAL INSTRUC- 
TIONS FOR COMPLYING WITH SCHEDULE 13G”, 
below). 


(2) If any of the shares beneficially owned by a report- 
ing person are held as member of a group and such 
membership is expressly affirmed, please check 
column 2(a). If the membership in a group is 
disclaimed or the reporting person describes a 
relationship with other persons but does not affirm the 
existence of a group, please check column 2(b) [less a 
joint filing pursuant to Rule 13d-1(e)(1)]. 


(3) The third column is for SEC internal use; please 
leave blank. 
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(4) Citizenship or Place of Organization—Furnish 
citizenship if the named reporting person is a natural 
person. Otherwise, furnish place of organization. 


(5)-(9), (11) Aggregate Amount Beneficially Owned by 
Each Reporting person, etc.—Columns (5) through (9) 
inclusive, and (11) are to be completed in accordance 
with the provisions of Item 4 of Schedule 13G. All 
percentages are to be rounded off to the nearest tenth 
(one place after decimal point). 


(10) Check if the aggregate amount reported as bene- 
ficially owned in column (9) does not include shares as 
to which beneficial ownership is disclaimed pursuant 
to Rule 13d-4 [17 CFR 240.13d-4] under the Securities 
Exchange Act of 1934. 


(12) Type of Reporting Person—Please classify each 
“reporting person” according to the following break- 
down (see Item 3 of Schedule 13G) and place the 
appropriate symbol on the form: 
Category Symbol 
Broker Dealer BD 
Bank BK 
Insurance Company IC 
investment Company IV 
Investment Adviser 1A 
Employee Benefit Plan, Pension Fund, EP 
or Endowment Fund 
Parent Holding Company HC 


Note: Attach additional pages if needed. 
SPECIAL INSTRUCTIONS FOR COMPLYING WITH 
SCHEDULE 13G 


Under Sections 13(d), 13(g), and 23 of the Securities 
Exchange Act of 1934 and the rules and regulations 
thereunder, the Commission is authorized to solicit the 
information required to be supplied by this schedule by 
certain security holders of certain issuers. 


Disclosure of the information specified in this 
schedule is mandatory, except for Social Security or 
I.R.S. identification numbers, disclosure of which is 
voluntary. The information will be used for the primary 
purpose of determining and disclosing the holdings of 
certain beneficial owners of certain equity securities. 
This statement will be made a matter of public record. 
Therefore, any information given will be available for 
inspection by any member of the public. 


Because of the public nature of the information, the 
Commission can utilize it for a variety of purposes, 
including referral to other governmental authorities or 
securities self-reguiatory organizations for investiga- 
tory purposes or in connection with litigation involving 


the Federal securities laws or other civil, criminal or 
regulatory statutes or provisions. Social Security or 
1.R.S. identification numbers, if furnished, will assist 
the Commission in identifying security holders and, 
therefore, in promptly processing statements of 
beneficial ownership of securities. 


Failure to disclose the information requested by this 
schedule, except for Social Security or |.R.S. 
identification numbers, may result in civil or criminal 
action against the persons involved for violation of the 
Federal securities laws and rules promulgated 
thereunder. 


D. Proposed Amendment to Schedule 14D-1 


The proposed amended cover page for Schedule 14D-1 
and the instructions thereto appear immediately below. 
As with Schedules 13D and 13G, it is contemplated 
that this cover page would entirely replace the existing 
one, to be followed by “Instructions for Cover Page.” 
and “SPECIAL INSTRUCTIONS FOR COMPLYING 
WITH SCHEDULE 14D-1.” For purposes of clarity, the 
existing caption titled “Instructions” would be changed 
to “Filing Instructions and Fees.” 


Text of Amended Schedule 


§240.14d-100 Schedule 14D-1—Information to be 
included in statements filed pursuant to §240.14d-1(a) 
and amendments thereto filed pursuant to §240.14d- 
1(b). 


SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 


SCHEDULE 14D-1 
Tender Offer Statement Pursuant to Section 


14(d)(1) of the Securities Exchange Act of 1934 
(Amendment No. | 





(Name of Subject Company [Issuer]) 





(Bidder) 





(Title of Class of Securities) 





(CUSIP Number of Class of Securities) 
(Name, Address, and Telephone Numbers 
of Person Authorized to Receive Notices 
and Communications on Behalf of Bidder) 
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Note: The remainder of this cover page is only to be 
completed if this Schedule 14D-1 (or amendment 
thereto) is being filed, inter alia, to satisfy the 
reporting requirements of section 13(d) of the 
Securities Exchange Act of 1934. See General 
Instructions D, E and F to Schedule 14D-1. 


*The remainder of this cover page shall be filled out for 
a reporting person’s initial filing on this form with 
respect to the subject class of securities, and for any 
subsequent amendment containing information which 
would alter the disclosures provided in a prior cover 
page. 


The information required in the remainder of this cover 
page shall not be deemed to be “filed” for the purpose 
of Section 18 of the Securities Exchange Act of 1934 
(“Act”) or otherwise subject to the liabilities of that 
section of the Act but shall be subject to all other pro- 
visions of the Act. 


Instructions for Cover Page 


(1) Names and Social Security Numbers of Reporting 
persons—Furnish the full legal name of each person 
for whom the report is filed—i.e., each person required 
to sign the schedule itself—including each member of 
a group. Do not include the name of a person required 
to be identified in the report but who is not a reporting 
person. Reporting persons are also requested to 
furnish their Social Security or |.R.S. identification 
numbers, although disclosure of such numbers is 
voluntary, not mandatory (see “SPECIAL INSTRUC- 
TIONS FOR COMPLYING WITH SCHEDULE 14D-1”, 
below). 


(2) If any of the shares beneficially owned by a 
reporting person are held as a member of a group and 
such membership is expressly affirmed, please check 
column 2 (a). If the membership in a group is dis- 
claimed or the reporting person describes a relation- 
ship with other persons but does not affirm the 
existence of a group, please check column 2(b) [unless 
a joint filing pursuant to Rule 13d-1(e)(1)]. 
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(3) The third column is for SEC internal use, please 
leave blank. 


(4) Source of Funds—Classify the source of funds or 
other consideration to be used in making purchases as 
required to be disclosed pursuant to Item 4 of the 
schedule and insert the appropriate symbol (or 
symbols if more than one is necessary) in column (4): 
Category of Source Symbol 
Subject Company (company whose 

securities are being acquired) 
Bank 
Affiliate (of reporting person) 
Working Capital (of reporting person) 
Personal Funds (of reporting person) 
Other 


(5) If disclosure of legal proceedings or actions is re- 
quired pursuant to either Items 2(e) or 2(f) of Schedule 
14D-1, column 5 should be checked. 


(6) Citizenship or Place of Organization—Furnish 
citizenship if the named reporting person is a natural 
person. Otherwise, furnish the place of organization. 
(see Item 2 of Schedule 14D-1.) 


(7),(9) Aggregate Amount Beneficially Owned by Each 
Reporting Person, etc.—Columns (7) and (9) are to be 
completed in accordance with the Instructions to Item 
6 of Schedule 14D-1. All percentages are to be rounded 
off to nearest tenth (one place after decimal point). 


(8) Check if the aggregate amount reported as bene- 
ficially owned in column (7) does not include shares as 
to which beneficial ownership is disclaimed. 


(10) Type of Reporting Person—Please classify each 
“reporting person” according to the following break- 
down and place the appropriate symbol (or symbols, 
i.e., if more than one is applicable, insert all applicable 
symbols) on the form: 





Category 

Broker Dealer 

Bank 

Insurance Company 

Investment Company 

investment Adviser 

Employee Benefit Plan, Pension Fund, 
or Endowment Fund 

Parent Holding Company 

Group Member 

Corporation 

Partnership 

Individual 

Other 


Note: Attach additional pages if needed. 
SPECIAL INSTRUCTIONS FOR COMPLYING WITH 
SCHEDULE 14D-1 


Under Sections 14(d) and 23 of the Securities Exchange 
Act of 1934 and the rules and regulations thereunder, 
the Commission is authorized to solicit the information 
required to be supplied by this schedule by ‘certain 
security holders of certain issuers. 


Disclosure of the information specified in this 
schedule is mandatory, except for Social Security or 
1.R.S. identification numbers, disclosure of which is 
voluntary. The information will be used for the primary 


purpose of determining and disclosing the holdings of 
certain beneficial owners of certain equity securities. 
This statement will be made a matter of public record. 
Therefore, any information given will be available for 
inspection by any member of the public. 


Because of the public nature of the information, the 


Commission can utilize it for a variety of purposes, 
including referral to other governmental authorities or 


Issuer: 





securities self-regulatory organizations for investiga- 
tory purposes or in connection with litigation 
involving the Federal securities laws or other civil, 
criminal or regulatory statutes or provisions. Social 
Security or 1.R.S. identification numbers, if furnished, 
will assist the Commission in identifying security 
holders and, therefore, in promptly processing 
statements of beneficial ownership of securities. 


Failure to disclose the information requested by this 
schedule, except for Social Security or 1.R.S. identifi- 
cation numbers, may result in civil or criminal action 
against the persons involved for violation of the 
Federal securities laws 


lil. Descripiton of Proposed Tabulations of Beneficial 
Ownership Data to be Publicly Available Upon Imple- 
mentation of the Reporting System Utilizing the 
Proposed Expanded Cover Pages. 


The Commission presently proposes to make available 
at its public reference room two basic tabulations of 
beneficial ownership data, both to be updated on a 
quarterly basis. The data on which these two 
tabulations will be based will be taken from Schedules 
13D, 13G and 14D-1. However, no data will be included 
in these tabulation systems from filings pursuant to 
sections 13(f) or 16 of the Exchange Act. One 
tabulation would be classified by issuer. For each 
issuer there would be shown a list of the beneficial 
owners who hold over five percent of the issuer’s equity 
securities described in Section 13(d)(1) [subject to 
whatever exemptions from reporting that exist at the 
time], the class or classes of securities owned by each 
such person, the amount and percentage owned, the 
citizenship or place of organization of such person, 
and whether or not any shares are held by a group and, 
if so, what group. The following is an example of the 
tabulation presently contemplated. 














Column 
Checked 
Name & if Group 
S.S. or Member - 
I.R.S. ship is 
Ident ifi- Dis- 
cation i claimed | Citizen- 
or Other-]} ship or 
wise Place of 
not Organiza 
Affirmed | tion 


Disclosure of 
Legal Proceed- 
ings Required 
Pursuant to 
Items 2(d) or 
2(e) of Schedule 
13D oc Items 2(e) 
ior 2(£) of 
Schedule 13D-1 
(Yes or No) 


Column Check 
if Aggregate 
Amount Bene- 
ficially Owned 
Does Not In- 
clude Certain 
Shares to 
Which a Bene- 
ficial Owner- 
ship is Dis- 
claimed 





Shared 
Sole Dis-|Disposi-j 
positive jtive 
Power Power 
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The second tabulation would be classified by reporting 
persons rather than issuers, i.e., for each reporting 
person it would give a list of the companies in which 
such person had a reportable beneficial interest, as 
well as other data similar to that presented in the first- 
mentioned tabulation. The following is an example of 
the second tabulation presently contemplated. 


Reporting Person: 





Citizenship or Place 
of Organization: 





Type of Reporting Person: 





Social Security or I.R.S. 
Identification Number: 





Stat. 1494, 1498, 1499; 15 U.S.C. 78m(d), 78m(qg), 
78n(d),78w.) 


STATUTORY AUTHORITY 

The foregoing proposed action is taken pursuant to the 
authority set forth in Sections 13(d), 13(g), 14(d) and 23 
of the Exchange Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








Column 
Checked 

If Group 
Membership 


Title of Is Dis- 


Owned With 


Number of Shares Beneficially 


Column Checked 
If Aggregate 

Amount Bene- 
ficially 

Owned Does 

Not Include 


Disclosure 
of Legal 
Proceedings 
Required 
Pursuant to 


Aggre- Item 2(a) 





Class of claimed or 
Securi- Other- 
ties wise 
Beneficial- Not 

ly Owned Affirmed 


Sole 
Sole Shared |Dis- 
Voting | Voting |positive 
Power {Power |Power 


Shared 
Dis- 
positive 
Power 


Certain Shares 
as to Which 
Beneficial 
Ownership 
Bene- is Dis- 
ficially [Claimed 


or 2(e) of 
Schedule 13D 
or Item 2(e) 
Sourcelor 2(f) of 
of Schedule 14p-1 


gate 
Amount 
Owned 





























Funds |(Yes or No) 























Comments are invited on the above two proposed 
tabulations as well as on any other data susceptible to 
computer tabulation that commentators believe might 
be of general public interest. 


The Commission is also considering, and requests 
comments on, the possibility of making special com- 
pilations of data available, at cost, to interested parties 
upon request. 


Finally, the Commission foresees that the compiled 
data will be of benefit to its own Division of Enforce- 
ment, other government agencies, and to the U.S. 
Congress. One example of information retrieval for 
which the system might be used would be a tabulation 
of the citizenship of all reporting beneficial owners of 
U.S. bank holding companies. 


OTHER MATTERS: In light of Section 23(a)(2) of the 
Exchange Act, the commission specifically invites 
comments as to any competitive impact of any 
changes in the disclosure requirements. 


All interested persons are invited to submit their 
written views and comments on the foregoing areas. 


(Secs. 13(d), 13(g), 14(d), 23, 48 Stat. 894, 895, 901; 
sec. 8, 49 Stat. 1379; sec. 203(a), 49 Stat. 704; sec. 10, 
78 Stat. 88a; secs. 2, 3, 82 Stat. 454, 455; secs 1, 2, 3-5, 
84 Stat. 1497; sec. 18, 89 Stat. 155; secs. 202, 203, 91 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15318/November 9, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MUNICIPAL SECURITIES RULEMAKING 
BOARD 


File No. SR-MSRB-78-13 


The Municipal Securities Rulemaking Board (the 
“MSRB”) submitted on November 1, 1978, a proposed 
rule change under Rule 19b-4 to amend its interdealer 
uniform practice rule to expand the availability of the 
seller's close-out by permitting the seller to give notice 
of close-out at any time not later than the close of 
business on the fifth business day following receipt 
by the seller of the notice of rejection. 


Publication of the submission is expected to be made 
in the Federal Register during the week of November 
13, 1978. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or to institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to submit 
written data, views, and arguments concerning the 
submission within 21 days from the date of publication 
in the Federal Register. Persons desiring to make 
written comments should file six copies thereof with 
the Secretary of the Commission, Securities and 





Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-MSRB-78-13. 


Copies of the submission, all subsequent amendments 
and all written statements with respect to the proposed 
rule change which are filed with the Commission, and 
of all written communications relating to the proposed 
rule change between the Commission and any person, 
other than those which may be withheld from the 
public in accordance with the provisions of 5 U.S.C. 
§552, will be available for inspection and copying at the 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of any 
subsequent amendments will also be available at the 
principal office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15319/November 13, 1978 


An order has been issued granting the application sub- 
mitted by the American Stock Exchange, Inc. to strike 
the common stock (par value $.10) of Capehart 
Corporation from listing and registration. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15320/November 13, 1978 


An order has been issued granting the application sub- 
mitted by the New York Stock Exchange, Inc. to strike 
the Uniform Certificates of Deposit for 5% Secured 
Sinking Fund Gold Debentures due 1959 of Kreuger & 
Toll Company (CD’s of the Protective Committee) from 
listing and registration. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15321/November 13, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 


BY THE MUNICIPAL SECURITIES RULEMAKING 
BOARD 


File No. SR-MSRB-78-14 


The Municipal Securities Rulemaking Board submitted 
on November 2, 1978, a proposed rule change under 
Rule 19b-4 to amend rule G-12 on uniform practice to 
modify the present rule to permit syndicate members 
to accelerate the settlement date in the event of early 
delivery by the issuer for “when, as and if issued” 
transactions with non-member dealers only upon 
agreement by the non-member to such accelerated 
delivery. 


Publication of the submission is expected to be made 
in the Federal Register during the week of November 
20, 1978. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine whether 
the proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MSRB-78-14. 


Copies of the submission and all subsequent amend- 
ments, and copies of all written statements with 
respect to the proposed rule change which are filed 
with the Commigsion and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100L Street, N.W. Washington, D.C. 
Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15322/November 13, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-78-23 


The American Stock Exchange, Inc. submitted on 
October 30, 1978, a proposed rule change under Rule 
19b-4 to allow its members to engage in such 
proprietary risk arbitrage and bona fide hedge trans- 
actions on the Exchange floor as are permitted under 
Section 11(a) of the Securities Exchange Act, 15 U.S.C. 
78k(a). 


Publication of the submission is expected to be made 
in the Federal Register during the week of November 
13, 1978. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine whether 
the proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-Amex-78-23. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15323/November 14, 1978 
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In the Matter of 
THE HONOLULU STOCK EXCHANGE 
File No. 10-16-3 


ORDER TERMINATING EXEMPTION FROM REGIS- 
TRATION AS A NATIONAL SECURITIES EXCHANGE 


The Honolulu Stock Exchange, having been exempt 
from registration as a national securities exchange 
under Section 5 of the Securities Exchange Act, which 
exemption became effective by order of the 
Commission on November 5, 1935 and has been in 
effect to date; and 


The said exchange having advised the Commission 
that it has been inactive as a stock exchange since 
December 30, 1977, and has voluntarily dissolved; 


The said exchange having advised the Commission 
that all provisions of its by-laws and rules have been 
fully complied with; 


The said exchange having represented that its books, 
records, correspondence, files and documents will be 
maintained by the State of Hawaii archives; and 


It appearing to the Commission that withdrawal of the 
Exchange’s exemption is not contrary to the public 
interest or the protection of investors and should be 
effected; 


IT IS ORDERED, that the exemption from registration 
as a national securities exchange of the Honolulu 
Stock Exchange be, and is, hereby terminated. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15324/November 14, 1978 


Administrative Proceeding File No. 3-5515 
In the Matter of 

THE DRISKILL HOTEL CORPORATION 
File No. 81-389 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) 





The Securities and Exchange Commission has issued 
an order granting the application of The Driskill Hotel 
Corporation (the “Applicant”) pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act”), for a partial exemption from 
certain provisions of Sections 13 and 14 of the 1934 
Act. 


Since, as a result of a sale of its assets, the Applicant’s 
business is confined solely to the collection of receipts 
under the contract of sale and the application of these 
proceeds to its outstanding obligations, it appeared to 
the Commission that granting the requested partial 
exemption would not be inconsistent with the public 
interest or the protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15325/November 14, 1978 


Administrative Proceeding File No. 3-5530 
In the Matter of 

EMERY INDUSTRIES, INC. 

File No. 81-371 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Emery Industries, 
Inc. (the “Applicant”) pursuant to Section 12(h) of the 
Securities Exchange Act of 1934, as amended (the 
“1934 Act”), for an exemption from the reporting 
requirements of Section 15(d) of the 1934 Act. 


Since the Applicant has become a wholly-owned 
subsidiary of National Chemical and Distillers 
Corporation as a result of a merger, it appeared to the 
Commission that granting the requested exemption 
would not be inconsistent with the public interest or 
the protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15326/November 14, 1978 


Administrative Procceding File No. 3-5539 


In the Matter of 
THE BUDD COMPANY 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has issued 
an order granting the application of The Budd 
Company (the “Applicant”) pursuant to Section 12(h) 
of the Securities Exchange Act of 1934 for an 
exemption from the reporting requirements of Section 
13 and 15(d) of the Act. 


On October 6, 1978, a notice was issued on the filing of 
said application giving interested persons an 
opportunity to request a hearing and stating that an 
order disposing of the application might be issued 
upon the basis of the information stated therein unless 
a hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found that the 
requested exemption is appropriate, in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15327/November 14, 1978 


Administrative Proceeding File No. 3-5535 
In the Matter of 

SOUTHWEST PETRO-CHEM, INC. 
(81-399) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Southwest Petro- 
Chem, Inc. (the “Applicant”), a Kansas corporation, 
pursuant to Section 12(h) of the Securities Exchange 
Act of 1934 for an exemption from the registration, 
reporting, filing and proxy soliciting requirements of 
Section 12(g), 13, 14, 15(d) and 16 of that Act. 


The matter having been considered, it is found that the. 
requested exemption is appropriate, in the public 
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interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15328/November 14, 1978 


Administrative Proceeding File No. 3-5562 
In the Matter of 
KORFUND, INC. 


NOTICE OF APPLICATION PURSUANT TO SECTION 
12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until Dec. 4, 1978, to 
request a hearing on an application by Korfund, Inc. 
(the “Applicant”), pursuant to Section 12(h) of the 
Securities Exchange Act of 1934, for an order 
exempting Applicant from the reporting provisions of 
Section 15(d) of that Act. 


Pursuant to a statutory merger effected on August 15, 
1978, a wholly owned subsidiary of Decision Systems, 
Inc. (“DSI”) was merged with and into Applicant. As a 
result of this merger, Applicant is now a wholly owned 
subsidiary of DSI and no longer has any public 
shareholders. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15329/November 14, 1978 


Administrative Proceeding File No. 3-5563 

In the Matter of 

MULTI-AMP CORPORATION 

APPLICATION PURSUANT TO SECTION 12(h) 

The Securities and Exchange Commission has issued a 
notice giving interested persons until Dec. 4, 1978, to 
request a hearing on an application by Multi-Amp 
Corporation (the “Applicant”) pursuant to Section 


12(h) of the Securities Exchange Act of 1934, as 
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amended (the “1934 Act”), for an order exempting the 
Applicant from the provisions of Section 15(d) of the 
1934 Act for the Applicant’s fiscal year ended April 30, 
1979. 


On July 26, 1978, the Applicant merged into M-A Texas 
Corporation, which then changed its name to 
Multi-Amp Corporation. As a result of the merger there 
are three holders of the Applicant’s stock. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15330/November 14, 1978 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 649/November 14, 1978 


Administrative Proceeding File No. 3-5265 
In the Matter of 


FRANCIS EUGENE MOONEY, JR., 
Individually and doing business as 


BACH PLANNING COMPANY 
Knoxville, Tennessee 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTION 


In these proceedings instituted on July 26, 1977, 
pursuant to the Securities Exchange Act of 1934 
(“Exchange Act”) and the Investment Advisers Act of 
1940 (“Advisers Act”), Francis Eugene Mooney, Jr. 
(“Registrant”), a sole proprietor doing business as 
Bach Planning Company, a broker-dealer and 
investment adviser located in Knoxville, Tennessee, 
failed to answer the Order for Proceedings and is, 
therefore, in default. 


On the basis of the Order for Proceedings it is found 
that Registrant willfully violated Section 17(a) of the 
Securities Act of 1933, Sections 10b), 15(c), and 17(a) 
of the Securities Exchange Act of 1934 and Rules 
10b-5, 15c3-1, 15c3-3, 17a-3, and 17a-11 thereunder, 
and Sections 201(a) and (2) of the Investment Advisers 
Act of 1940.1 





1 Rule 7(e) of the Commission’s Rules of Practice 
provides that the allegations in the Order for 
Proceedings may be deemed as true to a defaulting 
respondent. 





in view of the foregoing, it is in the public interest to 
revoke the registrations of Registrant. 


ACCORDINGLY, IT IS ORDERED that the broker ealer 
and investment adviser registrations of Francis cuyene 
Mooney, Jr., individually and doing business as Bach 
Planning Company, be and hereby are revoked. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15331/November 15, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE, INCORPORATED 


File No. SR-PSE-78-18 


The Pacific Stock Exchange, Incorporated (the ‘“PSE”) 
submitted on November 3, 1978, a proposed rule 
change under Rule 19b-4 to add commentary .01 to 
PSE Rule IX, Section 9(c), clarifying the procedures 
and fees charged applicants acquiring or transferring 
memberships on the PSE. 


Publication of the submission is expected to be made 
in the Federal Register during the week of November 
20, 1978. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine whether 
the proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in 
the Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-PSE-78-18. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 


provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15332/November 15, 1978 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


(File No. SR-NASD-77-23) 


NOTICE OF FILING OF AMENDMENT TO PROPOSED 
RULE CHANGE AND ORDER APPROVING PROPOSED 
RULE CHANGE 


On December 23, 1977, the National Association of 
Securities Dealers, Inc. (“NASD”) filed with the 
Commission, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934 (the “Act”), 15 U.S.C. 
78s(b)(1), and Rule 19b-4 thereunder, copies of a 
proposal to adopt a set of rules to regulate options 
trading by NASD members (File No. SR-NASD-77-23). 
Notice of the filing, together with its terms of 
substance, was given by publication of a Commission 
release (Securities Exchange Act Release No. 14307 
(December 23, 1977)) and by publication in the Federal 
Register (43 FR 53 (January 3, 1978)). The proposal 
was then revised by eight amendments submitted on 
February 2, 1978, February 7, 1978, March 8, 1978, 
April 13, 1978, May 17, 1978, June 9, 1978, July 24, 
1978, and August 31, 1978, respectively. Notice of the 
filing of the third amendment, which revised the 
proposed rule concerning the NASD’s review of 
options-related advertising, was given by publication 
of a Commission release (Securities Exchange Act 
Release No. 14804 (May 26, 1978) and by publication in 
the Federal Register (43 FR 24758, June 7, 1978)). The 


SEC DOCKET/161 





other seven amendments served primarily to clarify the 
intent of the proposal. 


On November 9, 1978, the NASD submitted 
Amendment No. 9 to the pfoposal which adds a 
proposed rule authorizing the NASD to prohibit its 
members from executing any further opening 
transactions in options for any person who, acting 
alone or in concert with others, has assumed an 
options position in excess of the position limit 
permitted under Section 3 of proposed Appendix E to 
Article Ill, Section 33 of the NASD’s Rules of Fair 
Practice. The proposed rule also would authorize the 
NASD to direct its members to liquidate any such 
excess position(s). Publication of Amendment No. 9 to 
the submission is expected to be made in the Federal 
Register during the week of November 20, 1978. 
Interested persons are invited to submit written data, 
views, and arguments concerning the amendment 
within 15 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NASD-77-23. Copies of the proposal, all 
amendments to it, all written statements with respect 
to it filed with the Commission, and of all written 
communications relating to it between the Commis- 
sion and any person, other than those which may be 
withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, have been, and will be, 
made available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 


The NASD’s proposed set of rules, as amended 
through and including Amendment No. 9, consists of a 
new Appendix E to Article Ill, Section 33 of the NASD’s 
Rules of Fair Practice (“Appendix E”), anew Section 63 
of the Uniform Practice Code concerning procedures 
relating to the exercise c’ options, and new sections of 
Schedule C of the NASD’s By-Laws concerning 
qualification and examination requirements for Reg- 
istered Options Principals and Registered Options 
Representatives. According to the NASD, the purpose 
of these rules is two-fold. First, the rules would 
regulate trading in exchange-listed options by so-called 
“access firms,” i.e., firms which trade exchange- 
listed options, for proprietary or customer accounts, 
but are not members of any exchange listing the options 
they trade. Second, the rules would regulate trading 
by all NASD members so-called “conventional options,” 
i.e., all options traded over-the-counter, including 
options on securities other than common stock. In 
general, exchange-listed options are standardized as to 
exercise price, expiration date and other terms and con- 
ditions, whereas conventional options do not contain 
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standardized terms and condtions of that nature. The 
NASD has stated that its regulation of trading in 
exchange-listed options by “access firms” and in “‘con- 
ventional” optiohs by all NASD members would: 
promote just and equitable principles of trade, prevent 
fraudulent and manipulative acts and practices, and, in 
general, protect investors and the public interest. 


All written statements with respect to File No. 
SR-NASD-77-23 which were filed with the Commission 
and ail written communications relating to File No. 
SR-NASD-77-23 between the Commission and any 
person have been considered by the Commission. In 
particular, the Commission considered commentators’ 
views, (i) that the proposed NASD regulation to trading 
in conventional options would not address all 
substantial issues relating to trading in such options, 
(ii) that the filing should be amended to contain a 
provision which would prohibit members from 
publishing any options-related advertisement without 
the prior approval of the NASD staff, and (iii) that the 
filing should be amended so as to avoid duplicative 
regulation by the NASD and the several options 
exchanges of dual NASD-exchange members in areas 
in which such members are already subject to 
exchange regulation. 


The Commission believes, however, that the rules 
proposed by the NASD relating to trading in conven- 
tional options are an appropriate step to implement 
specialized rules in that area.’ Amendment of the 
proposed rule relating to options-related advertise- 
ments, in the manner suggested by the commentators, 
is not necessary to support a Commission determina- 
tion that the filing is consistent with the requirements 
of the Act and the rules and regulations thereunder. 
The Commission further believes that the duplicative 
regulation which would result from Commission 
approval of the proposed rules would not subject dual 
NASD-exchange members to additional compliance 
burdens, since each of the proposed rules is, in all 
important respects, identical to, or less stringent than 





1The Commission notes that the NASD staff has 
undertaken to study the market for conventional 
options and will use, in connection with that study, 
data gathered during examinations of its members to 
evaluate their compliance with these new rules. The 
NASD has agreed to furnish to the Commission 
quarterly reports discussing the specific types of rule 
violations, if any, which might be attributable to 
trading in conventional options; the extent of 
conventional options trading in the over-the-counter 
market; the methods in which conventional options are 
being used by investors; and whether additional rule- 
making is needed to deal specifically with trading in 
conventional options. 





its counter-part rules now in effect on the various 
exchanges which list options. In the Commission’s 
view, therefore, the proposal will increase the protec- 
tion of investors and help maintain fair and orderly 
markets. 


The Commission finds that the proposal, as amended 
is consistent with the requirements of the Act and the 
rules and regulations thereunder, and, in particular, the 
requirements of Section 15A of the Act and the rules 
and regulations thereunder applicable to a registered 
securities association.2 Further, the Commission finds 
good cause for approving the proposed set of rules 
prior to the thirtieth day after the date of publication of 
Amendment No. 9. The rule to be introduced by that 
amendment would be comparable to existing exchange 
rules on the same topic? which have been exposed to 
public comment and approved by the Commission. 
According to the NASD, prompt implementation of the 
full rule package would significantly enhance the 
regulation of options trading, thereby furthering the 
protection of investors and the public interest. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposal submitted by the 
NASD on December 23, 1977 (File No. SR-NASD-77- 
23), amended as stated above, be, and it hereby is, 
approved. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15333/November 15, 1978 


In the Matter of 


AIR EXPRESS INTERNATIONAL CORPORATION 





2it should be noted, however, that the Commission is 
currently conducting a study and investigation of the 
options markets. Based upon the results of that study, 
the Commission may recommend modifications of, 01 
-additions to, the rules here approved 


3Chicago Board Options Exchange Rule 4.14, 
American Stock Exchange Rule 907, Pacific Stock 
Exchange Rule Vi, Sec. 8, Midwest Stock Exchange 
Art. XL, Rule 4, and Philadelphia Stock Exchange Rule 
1003. 


Common Stock, Par Value $.01 Per Share 


File No. 1-7240 


SECURITIES EXCHANGE ACT OF 1934 
Section 12(d) 


NOTICE OF APPLICATION TO WITHDRAW FROM 
LISTING AND REGISTRATION 


The above named issuer has filed an application with 
the Securities and Exchange Commission, pursuant to 
Section 12(d) of the Securities Exchange Act of 1934 
(the “Act’) and Rule 12d2-2(d) promulgated 
thereunder, to withdraw the specified security from 
listing and registration on the BOSTON STOCK 
EXCHANGE, INC. (“BSE”). 


The reasons alleged in the application for withdrawing 
the security from listing and registration include the 
following: 


The common stock of Air Express International 
Corporation (“Air Express’) has been listed for trading 
on the BSE since August 4, 1975. In view of the fact 
that such common stock was recently admitted to 
trading in the NASDAQ system, the Company has 
decided that it no longer wishes to have its stock listed 
on a regional exchange. In addition, Air Express 
believes that delisting from the BSE may increase its 
trading volume in the over-the-counter market, thereby 
making it eligible for primary NASDAQ listing and, as a 
consequence, providing investors with greater 
coverage of financial and quotation information 
concerning Air Express’ common stock. 


Tre BSE has filed an application pursuant to Section 
12(f)(1)(C) of the Act for unlisted trading privileges in 
the common stock of Air Express. In a letter 
accompanying its application for unlisted trading 
privileges, the BSE has stated that it opposes the 
granting of Air Express’ application to withdraw from 
listing on the BSE until such time as the BSE is 
granted unlisted trading privileges. ! BSE’s application 
for such trading privileges is currently pending before 
the Commission. 


Any interested person may, on or before December 15, 
1978, submit by letter to the Secretary of the Securities 
and Exchange Commission, Washington, D.C. 20549, 





1Letter dated May 23, 1978, from Walter Cummings, 
Secretary of the BSE, to Theodore W. Urban of the 
Commission’s staff. 


2Notice of the application was given in Securities 
Exchange Act Release No. 15334, November 15, 1978. 
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facts bearing upon whether Air Express’ application has 
been made in accordance with the rules of the 
Exchange and what terms, if any, should be imposed 
by the Commission for the protection of investors. The 
Commission will, on the basis of the application and 
any other information submitted to it, issue an order 
granting the application after the date mentioned 
above, unless the Commission determines to order a 
hearing on the matter. 


For the Commission, by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15334/November 15, 1978 


In the Matter of Application of the 
BOSTON STOCK EXCHANGE, INC. 


For Unlisted Trading Privileges in the Common Stock 
of 


AIR EXPRESS INTERNATIONAL CORPORATION 
$.01 par value 

File No. 7-5031 

SECURITIES EXCHANGE ACT OF 1934 


NOTICE OF APPLICATION FOR UNLISTED TRADING 
PRIVILEGES AND OF OPPORTUNITY FOR HEARING 


The Boston Stock Exchange, Inc. (“BSE”) has filed an 
application with the Securities and Exchange Commis- 
sion pursuant to Section 12(f)(1)(C) of the Securities 
Exchange Act of 1934 (the “Act”) and Rule 12f-1 there- 
under for unlisted trading privileges in the common 
stock of Air Express International Corporation (“Air 
Express”), which common stock is registered with the 
Commission pursuant to Section 12 of the Act or which 
would be provided in subsection (g)(2)(B) or (g)(2)(G) 
of Section 12.1 





1This is not the first application for unlisted trading 
privileges pursuant to Section 12(f)(1)(C) of the Act to 
be filed with the Commission. The Commission 
currently has pending before it applications by the 
Pacific Stock Exchange for unlisted trading privileges 
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Air Express is currently listed on the BSE. The BSE has 
filed this application for unlisted trading privileges, 
however, because Air Express has filed an application 
to withdraw from listing and registration on the BSE. 
Air Express’ application is currently pending before the 
Securities and Exchange Commission. 


Upon receipt of a request, on or before December 15, 
1978, from any interested person, the Commission will 
determine whether the application with respect to Air 
Express shall be set down for hearing. Any such 
request should include a brief statement as to the title 
of the security in which the person is interested, the 
nature of his interest in making the request, and the 
position which he proposes to take at the hearing, if 
ordered. In addition, any interested person may submit 
his views or any additional facts bearing on the said 
application by means of a letter addressed to the 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549, not later than the date 
specified. If no one requests a hearing with respect to 
the particular applications, such applications will be 
determined by order of the Commission on the basis of 
the facts therein and other information contained in the 
official files of the Commission pertaining thereto. 


For the Commission, by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15335/November 15, 1978 


In the Matter of 
MIDWEST STOCK EXCHANGE, INCORPORATED 


120 South LaSalle Street 
Chicago, Illinois 60603 





pursuant to Section 12(f)(1)(C) in the common stock of 
Pacific Resources, Inc. (File No. 7-4933), United Canso 
Oil and Gas, Ltd. (“United Canso”) (File No. 7-5022), 
and Canada Southern Petroleum, Ltd. (“Canada 
Southern”) (File No. 7-5023), and by the BSE in the 
common stock of United Canso (File No. 7-5066) and 
Canada Southern (File No. 7-5067). 


2Notice of the application was given in Securities 
Exchange Act Release No. 15333, November 15, 1978. 





(SR-MSE-78-18) 
ORDER APPROVING PROPOSED RULE CHANGE 


On September 5, 1978, the Midwest Stock Exchange 
Incorporated .(““MSE”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the “Act’”) and Rule 
19b-4 thereunder, copies of a proposed rule change 
which would add Rule 24 to MSE Article VIII to provide 
an arbitration forum for the resolution of disputes 
between MSE members. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 15176, September 20, 
1978) and by publication in the Federal Register (43 FR 
44947, September 29, 1978). All written statements 
with respect to the proposed rule change which were 
filed with the Commission and all written communica- 
tions relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to regis- 
tered national securities exchanges, and in particular, 
the requirements of Section 6, and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15336/November 16, 1978 


NOTICE OF SUMMARY EFFECTIVENESS OF A 
PROPOSED RULE CHANGE BY NATIONAL SECURI- 
TIES CLEARING CORPORATION (File No. SR-NSCC- 
78-10). 


National Securities Clearing Corporation (“NSCC”) has 
requested that the Commission, pursuant to Section 
19(b)(3)(B) of the Securities Exchange Act of 1934 (the 
“Act”) and Rule 19b-4 thereunder, extend the effective- 
ness of an NSCC rule from November 15, 1978 to 
January 6, 1978. That rule, initially approved by the 
Commission on May 15, 1978, authorizes NSCC to act 
on behalf of other clearing agencies in clearing trans- 
actions at its NCC Division. 


The rule was designed to permit NSCC’s SCC Division 
to interpose itself in the interfaces for processing over- 
the-counter (“OTC”) transactions that NSCC was then 
about to establish with Midwest Clearing Corporation 
(“MCC”) and Stock Clearing Corporation of Phila- 
delphia (“SCCP”). NSCC interposed its SCC Division in 
those interfaces so that MCC and SCCP would have to 
relate only to NSCC’s SCC Division, with whom they 
already have interfaces for listed transactions, and 
would not have to establish separate interfaces with 
NSCC’s NCC Division. At that time, the SCC Division 
processed only listed transactions and the NCC 
Division only OTC transactions. 


Subsequent to the Commission’s approval of this rule, 
NSCC, as part of the consolidation of its operations, 
began switching the processing of OTC transactions 
from its NCC Division to its SCC Division. Once that 
switchover is completed, NSCC no longer will need to 
maintain the clearing arrangements with MCC and 
SCCP in the form contemplated by this rule. Rather, all 
of NSCC’s interfaces for OTC transactions will be 
conducted pursuant to a rule change approved by the 
Commission on September 13, 1978.2 The switchover, 
however, is not scheduled to be completed until early 
January 1979 while the rule in question expires on 
November 15, 1978. To deal with the interim period, 
NSCC proposes an extension of the effectiveness of 
the rule from November 15, 1978 to January 6, 1979. 


In initially approving this rule, the Commission 
indicated its belief that NSCC’s prompt establishment 
of OTC interfaces with MCC and SCCP was an 
essential step in the development of the national 
clearance and settlement system, which, in turn, is one 
of the fundamental elements of the national market 
system.3 Continued operation of those OTC interfaces 





1 Securities Exchange Act Release No. 14772 (May 18, 
1978), 43 FR 23063 (May 30, 1978). 


2Securities Exchange Act Release No. 15142 
(September 13, 1978), 43 FR 42325 (September 20, 
1978) 


3 Securities Exchange Act Release No. 14772 (May 18, 
1978), 43 FR 23063 (May 30, 1978). 
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is just as important. Discontinuance, prior to 
completion of the transfer of OTC processing from 
NSCC’s NCC Division to its SCC Division, would cause 
serious disruption and expense to NSCC, MCC, SCCP 
and their participants. 


Accordingly, on preliminary consideration, it appears 
to the Commission that summary effectiveness is in 
the public interest and in accordance with the 
standards set forth in Section 19(b)(3)(B) of the Act. 
No public comment was received when the Commis- 
sion initially considered the rule. 


The foregoing rule change has been put into effect 
summarily, pursuant to Section 19(b)(3)(B) of the 
Securities Exchange Act of 1934 (the “Act”). At any 
time within sixty days of the filing of such proposed 
‘ule change, the Commission may summarily abrogate 
such rule change if it appears to the Commission that 
such action is necessary or appropriate, in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Act. Section 
19(b)(3)(B) of the Act requires that any proposed rule 
change put into effect summarily shall be filed 
promptly thereafter in accordance with the provisions 
of Section 19(b)(1). 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15337/November 16, 1978 


Administrative Proceeding File No. 3-5583 
In the Matter of 


WOODS CORPORATION 
4900 North Santa Fe 
Oklahoma City, Oklahoma 


ORDER INSTITUTING PROCEEDINGS PURSUANT TO 
SECTION 15(c)(4) OF THE SECURITIES EXCHANGE 
ACT OF 1934 AND FINDINGS AND ORDER OF THE 
COMMISSION 


The Commission deems it appropriate, following an 
investigation by its Division of Enforcement, that 
proceedings be instituted against Woods Corporation 
(“Woods”) pursuant to Section 15(c)(4) of the Securi- 
ties Exchange Act of 1934 (the “Exchange Act”) to 
determine whether certain reports filed by Woods with 
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the Commission failed to comply in any material 
respect with the provisions of Sections 12 and 13 of the 
Exchange Act and the Rules and Regulations promul- 
gated thereunder concerning a proposed sale of assets 
by Woods and related transactions, as set forth below. 


Woods, simultaneously with the institution of these 
proceedings, has submitted an Officer of Settlement 
for the purposes of disposing of the issues raised in 
these proceedings. Under the terms of its Offer of 
Settlement, Woods, solely for the purpose of these 
proceedings, makes certain undertakings, and without 
admitting or denying any of the matters set forth 
herein, consents to the Findings herein and the 
issuance of the Order of the Commission. In its Offer 
of Settlement, Woods has made certain undertakings 
which are accepted by the Commission as detailed 
herein. 


The Commission has determined that it is appropriate 
and in the public interest to accept the Offer of Settle- 
ment of Woods and the undertakings contained 
therein, and accordingly issues this Order. 


Background 


Woods, a Delaware corporation with principal offices 
in Oklahoma City, Oklahoma, through subsidiaries, is 
primarily engaged in the transportation of motor 
vehicles in the Midwest and Southwest and the 
manufacture and marketing of pre-engineered steel 
buildings. The transportation of motor vehicles 
accounted for about 74% of Woods’ revenues during 
its 1977 fiscal year. As of March 23, 1978 Woods had 
2,934,638 shares of common stock issued and 
outstanding, held by approximately 2,300 shareholders 
of record. The common stock is registered with the 
Commission pursuant to Section 12(b) of the Exchange 
Act and is listed for trading on the New York Stock 
Exchange. In 1975, pursuant to registration under the 
Securities Act, Woods spun off to its shareholders one 
share of Woods Petroleum common stock for each 
share of Woods Corporation stock outstanding as of 
November 18, 1975. After the transaction, Woods 
retained approximately 100,000 shares of Woods 
Petroleum common stock with a book value of approxi- 
mately $792,000. 


The principal shareholders of Woods are Mrs. Alta 
Woods, (“Mrs. Woods”) who with other members of 
her family owns a total of 1,073,648 shares or 37% of 
the outstanding common stock of Woods, and W. B. 
Voss (“Voss”) who with other members of his family 
owns an aggregate of 485,597 shares or 17% of the 





outstanding common stock of Woods. Since the death 
in 1976 of her husband Roy G. Woods, the founder of 
Woods, Mr. Woods has been in a position to exercise 
control over Woods, sometimes in conjunction with 
Voss. Mrs. Woods, since 1976, has been a director of 
Woods and Voss has served as the Vice-Chairman of 
the Board of Directors of Woods. Voss is also an 
officer of a subsidiary of Wocds. 


In 1976, the management of Woods became aware of a 
desire on the part of Mrs. Woods to dispose of her 
Woods common stock in a manner which would 
provide liquidity and diversity of securities holdings for 
her estate. At least by about September 1977, certain 
persons in the managment of Woods began to explore 
means to accommodate Mrs. Woods while at the same 
time preserving their ownership and management 
position in the corporation. Such persons, hereinafter 
referred to as the “Purchasing Group,” eventually came 
to include Roy Townsdin (“Townsdin”) the President 
and a Director of Woods, Voss and his daughters, Larry 
D. Hartzog (‘“Hartzog”), a Woods director, and four 
other officers of Woods and of its subsidiaries. As of 
March 23, 1978 the members of the Purchasing Group 
owned about 20% of Woods common stock. In early 
1978, a decision was reached by Woods to effect the 
proposed sale of assets and other transactions 
described below, pursuant to which the Purchasing 
Group would acquire complete ownership of the assets 
of Woods. 


The Proposed Transaction 


On February 22, 1978, Woods executed a definitive 
sales agreement providing, among other things, for the 
sale of its assets, consisting principally of operating 
subsidiaries, to WDS, Inc. (“WDS”) a Delaware 
corporation found for the sole purpose of purchasing 
the business and assets of Woods subject to its liabili- 
ties. All of the commons tock of WDS is owned by 
members of the Purchasing Group. The consideration 
to be paid to Woods for the sale, which was subject to 
approval by the shareholders of Woods, was to be 
$29,461,786 or $10.05 per share of Woods common 
stock, the assumption of the federal and state income 
tax liabilities of Woods payable as a result of the sale 
of its assets, and the assumption of all other liabilities 
of Woods.' The officers and employers of Woods 
would become officers and employees of WDS and 
WDS would assume the name and carry on the former 





1 At the time of the initial announcement of the 
agreement in principle to sell Woods’ assets on 
December 28, 1977, the closing price of Woods 
common stock on the New York Exchange was $7.25 
per share. ; 


business activities of Woods. Upon receipt of ‘the 
proceeds from the sale of its operating subsidiaries, 
Woods would make a tender offer to all of its 
outstanding common stock at $10.05 per share. There- 
after, Woods would become a closed end, diversified 
management investment company with the objective of 
earning current income by investing in interest yielding 
securities exempt from federal taxation and Mrs. 
Woods and Voss would not tender their shares, but 
would continue their ownership in the investment 
company. 


Thus, the Woods assets were to be purchased by WDS, 
a newly incorporate entity, owned exclusively by 
persons in active management of Woods. The 
purchases was to be in part from proceeds of bank 
loans to be obtained through a pledge of the Woods 
assets.¢ In turn, it was stated in a proxy statement in 
connection with the proposals that WDS may sell for 
cash during the next several years certain of the Woods 
assets owned by but not used in its business, in order 
to reduce its indebtedness to its lenders. 


On February 22, 1978, a substantial portion of the 
outstanding common stock of Woods was held by 
persons who had participated in the negotiations for 
the transactions, and were committed to vote in favor 
of the proposal. The Purchasing Group, however, 
agreed to vote their shares proportionally with all other 
stockholders. Woods subsequently solicited proxies 
from shareholders to approve the sale of its assets to 
WDS and related proposals. Under Delaware law, 
approval of the transaction could be effective upon 
approval of 50% of the outstanding shares of common 
stock. 


At the time of the proposed transaction, the book value 
of the assets of Woods was approximately $9.99 per 
share. Included among the assets of the company were 
four parcels of real property which had an aggregate 
book value of approximately $1,600,000, and which 
said proxy statement stated the company believed 
could be sold in the next several years for in excess of 
$6 million. In addition, the book value of Woods 





2 The purchase was to be financed primarily by two 
bank loans totalling $40 million. The terms of those 
loan agreements restricted the lenders to personal 
recourse against the members of the Purchasing Group 
to the extent of $8 million, and the ability to cause 
Voss to purchase the assets of Star Manufacturer 
(“Star”), a subsidiary of Woods for at least $6,500,000, 
which obligation was secured by stock of a New York 
Stock Exchange Company. Therefore, in the event of 
default, the lenders must proceed for the remainder of 
the $40 million loan package against the assets of 
Woods acquired by WDS. 
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Petroleum stock on Woods’ financial statements of 
$792,000 was significantly less than the then prevailing 
market price for such shares. The difference between 
the book value of these assets and the aforementioned 
prices was at April 11, 1978, approximately $1.90 per 
share of Woods stock. 


Filings with the Commission 


On March 10, 1978, Woods filed with the Commission a 
Current Report on Form 8-K (“Form 8-K”) for the month 
of February 1978. In this Report, Woods disclosed the 
execution of the definitive agreement for the sale of its 
subsidiaries and indicated that the proposed sale was to 
be a group comprised of certain of its present directors 
and officers subject to the approval of Woods share- 
holders in a meeting scheduled for May 1978. Further, 
the Form 8-K disclosed that “Directors and officers of 
the Registrant (Woods), who together with their 
families hold approximately 57% of the Registrant’s 
stock, have indicated their intention to vote in favor of 
the transaction at the meeting. 


On March 29, 1978, Woods filed with the Commission 
an Annual Report on Form 10-K for its year ended 
December 31, 1977. In this Report, Woods disclosed 
that the purchaser of its operating subsidiaries was a 
company principally owned by the president and two 
other directors of Woods and that should the sale be 
consummated, Woods would limit its business activi- 
ties to those of an investment company. [The February 
1978 Current Report on Form 8-K and the Annual 
Report on Form 10-K for 1977 will hereinafter be 
referred to as “the Reports”.] 


On April 18, 1978, Woods mailed a proxy statement 
(hereinafter the “April Proxy Statement”) to each of its 
shareholders in connection with the annual meeting of 
shareholders which was held on May 9, 1978.3 The 





3 Woods solicited proxies for use at the shareholders 
meeting to vote in favor of the following proposals, 
among others: 


(1) to approve the agreement of sale to WDS; 


(2) to approve amendments to the Certificate of 
Incorporation which would: 


(a) change the corporate name to Woods 
Investment Company; 


(b) change the purpose clause to limit the 
Company’s activities to those of a 
closed-end diversified investment company. 
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April Proxy Statement contained further disclosures 
concerning the proposed transactions. At the May 9, 
1978 shareholders’ meeting, the sale of the Woods 
operating subsidiaries to WDS and other related 
proposals were approved by a vote of 1,773,863 in favor 
and 41,246 against. However, Woods announced that it 
would not consummate the sale at that time because of 
certain financing difficulties and in view of an 
investigation by the Commission with respect to the 
proposed transaction. 


Purposes for the Transaction 


The April Proxy Statement of Woods contained, in the 
section of the Proxy Statement entitled “Summary”, 
the following disclosures captioned “Reasons for the 
Transaction,” 


The Board of Directors believes that the Sale 
Transaction is in the best interest of the 
stockholders because (1) the price being 
paid by the Purchaser ($10.05 per share) is 
substantially higher than the recent prices 
of the Company’s Common Stock on the 
New York Stock Exchange, and (2) the Pur- 
chaser’s offer to pay cash for the Company’s 
assets enables the stockholders to either 
have the Company purchase their stock fora 
cash price of $10.05 per share, and recog- 
nize taxable gain or loss, or remain as 
stockholders in the Company (which will 
then be an investment company) and not 
recognize any current taxable gain or loss. 


It was also disclosed in the April Proxy Statement 
under the heading “Offer to Purchase” that: 


The purpose of the Offer to Purchase is to 
afford all stockholders the opportunity to 
receive the $10.05 cash per share to be 
received by the Company as a result of the 
‘sale Transaction or to remain a stockholder 
of the Company operating as an investment 
company. 


The Reports do not, however, in any way discuss the 
principal purposes for the proposed transaction. As set 
fort? below, among the principal purposes of the 
proposed transaction were to enable Mrs. Woods to 
eliminate her continuing substantial investment in 
Woods and to enable the present management of 
Woods to obtain ownership of the corporation’s 





(3) to authorize the Board of Directors, subject to con- 
summation of the sale, to cause Woods to offer to 
purchase all shares of the common stock tendered by 
the shareholders at a price of $10.05 cash per share. 





businesses. The proposed transaction was structured 
in a manner to accomodate these purposes. There was 
no disclosure by Woods in the Reports or in its April 
Proxy Statement concerning the above described 
principal purposes or reasons for the proposed trans- 
action, rather, they merely describe the effects or 
consequences of the transaction. 


The format and terms of the proposed transaction 
resulted from negotiations between Mrs. Woods and 
certain members of the Purchasing Group, including 
Voss, Townsdin and Hartzog, who, through WDS, were 
to acquire the operating subsidiaries of Woods. Such 
persons had their own interests and objectives which 
in some cases may have differed from the interests of 
the public shareholders of Woods. 


The terms of the transaction as negotiated 
accomplished the particular objectives of the persons 
participating in the negotiations. Mrs. Woods sought 
to dispose of her interests in Woods, to provide her 
estate with liquidity and diversified holdings, and also 
to accomplish this result with minimal tax exposure on 
her part. Thus, her interests were served by the 
structure of the transaction providing for the change in 
the business of Woods to that of a diversified closed 
end investment company investing in tax exempt secu- 
rities, as well as the provision for the purchase of the 
assets without corporate tax payable by Woods. She 
was to remain a shareholder of Woods, which was to 
seek to qualify as a “regulated investment company” 
for Federal income tax purposes, enabling it to pass 
through income to Mrs. Woods and the other share- 
holders who did not tender their shares in the Offer of 
Purchase free from Federal income taxation. 


From the outset, Mrs. Woods felt that the aspect of the 
transaction which allowed it to take place on a tax free 
basis to her was a significant one since it had the effect 
of increasing the ultimate monetary benefit to be 
derived by her from the transactions. Thus, during the 
negotiations Mrs. Woods insisted that the price to be 
paid for the Woods assets be expressed as a price net 
of corporate taxes to be incurred on the sale of the 
assets (and any taxes resulting from the payment of 
such taxes). Ultimately, as set forth below, WDS 
agreed to this approach. Subsequently, the price 
disclosed by Woods in its 1978 proxy statement for 
both the sale of assets and the tender offer was $10.05 
per share of common stock. Yet, those who elect to 
remain as Woods shareholders and who do not tender 
their stock effectively obtain an added benefit of at 
least $1 per share represnting the payment by WDS of 
corporate income taxes of Woods which will not be 
available to those who tender their stock for redemp- 
tion. This result occurred because WDS agreed to pay 
the corporate tax liability to be incurred by Woods on 
the sale of the assets of approximately $2.8 million. 


The interests of Voss were also reflected in the terms 
of the proposed transaction. His intention was to 
remain a Woods shareholder and thereby benefit from 
the resulting tax advantages he would receive. In 
addition, Voss sought both to remain active in the 
management and to control Woods. In addition, he was 
appointed a trustee of a voting trust of members of the 
Purchasing Group established to exercise control of 
WDS. 


In connection with the proposed transaction, Hartzog, 
a lawyer, and a director of Woods, entered into a reten- 
tion agreement with WDS for legal services at a 
minimum fee of approximately $43,000 annually for 10 
years. This agreement was not disclosed in any of 
Woods’ filings with the Commission. 


Determination of Offering Price 


As noted above, the negotiations with respect to the 
proposed transaction were conducted between the 
representatives of Woods’ family, principal share- 
holders and certain management of Woods who were 
negotiating for their own interests. The negotiations 
were initiated by Hartzog and Townsdin, who 
approached Mrs. Woods in December, 1977 with a pro- 
posal to purchase the assets of Woods for a price at 
approximatgely book value, or approximately $9.95 per 
share. Mrs. Woods refused that offer on the grounds 
that she had received at least two prior offers for her 
Woods stock at $10 per share, and that the Purchasing 
Group would have to make a better offer. In response, 
Townsdin and Hartzog then offered to match, or better, 
the price of $10 per share, but explained to Mrs. Woods 
that their source of financing for the transaction would 
only agree to provide funds for a very small increase in 
the offer they had made. A revised offer was accepted 
by Mrs. Woods. Thus, on December 28, 1977, Woods 
announced that Mrs. Woods, Voss, and the Purchasing 
Group had arrived at an agreement in principle where- 
by, subject to director and shareholder approval, the 
assets of Woods would be sold for a price of approxi- 
mately $10 per share. As previously discussed, during 
the course of the negotiations, Mrs. Woods sought to 
structure the transaction in order to reduce her tax 
liability. 


On January 18, 1978, that agreement in principle was 
presented to the Woods Board of Directors for their 
approval. Before that meeting, Mrs. Woods demanded 
that the price to be paid be raised to $10.05 per share. 
The Purchasing Group apparently reluctantly acceded 
to her demand. The Board of Directors voting without 
the members of the Purchasing Group, unanimously 
approved the proposal in principle on January 18, 1978, 
and instructed counsel for Woods to draft an 
agreement and appoint a committee to obtain a 
fairness opinion from an investment banking firm. 
After further negotiations, the Board approved the final 
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form of the transaction in early February, 1978. There 
was not disclosure in the 1978 proxy statement of any of 
the negotiations or discussions which led to a determi- 
nation of the offering price. 


Prior Offers 


The Reports and the April Proxy Statement also did not 
disclose previous management responses to prior 
offers for the acquisition of the common stock of Mrs. 
Woods as well as certain other Woods shareholders. If 
such offers had been accepted, the Woods 
management might have been unable to maintain their 
positions with Woods. There was no disclosure of 
these offers, either in the Reports or the April Proxy 
Statement nor of reasons for rejection of them. 


The first offer was made in late 1975 by a publicly held 
company for Woods’ subsidiary, Star Manufacturing 
Company of Oklahoma (“Star”), at a price 10% less 
than Star’s book value. The offer was rejected because 
Voss advised Woods’ Board that he would submit a 
higher offer. Voss’ offer was accepted by Woods but 
after negotiations, for various reasons, a definitive 
agreement was never entered into. Thereafter, in early 
1976, the same publicly-held company made a further 
offer concerning certain assets of Woods. Mrs. Woods 
relied upon the Wood’s management to represent her in 
dealings with the public company in connection with 
the offer. Subsequently, management advised the 
public company that Woods was not interested in the 
proposed transaction. 


In the fall of 1976, the Woods family received a 
proposal from another offeror for the purchase of their 
shares of Woods for $10 per share. The proposal 
contemplated that a public tender offer for an 
additional 14% of the Woods outstanding shares 
would be integrated with the Woods family purchase, 
in order that the offeror would have 51% control of 
Woods. An agreement for this. proposed transaction 
was prepared by counsel for the Woods family, 
executed by members of the family and forwarded to 
the offeror in September 1976. The offeror declined to 
accept this agreement and, after additional meetings 
between representatives of the offeror and the Woods 
family, counsel to the offeror prepared and submitted 
to the Woods family during October 1976 a draft of a 
new purchase agreement. The new proposal called for, 
among other things, the offeror to acquire the Woods 
family’s 37% of Wood’s outstanding stock for $10 per 
share. The purchase was contingent upon the subject 





4it should be noted that only one of these offers was 
brought to the attention of or evaluated by Woods non- 
management directors on behalf of Woods public 
shareholders. 
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to the offeror first obtaining 14% of the Wood’s out- 
standing stock through public tender offer or 
otherwise, in order that the offeror be assured of 51% 
control of Woods at the time it closed the purchase of 
the Woods family stock. The new proposal was un- 
acceptable to the Woods family and, on October 15, 
1976, the offeror and the Woods family announced that 
they had discontinued further talks concerning the 
possible sale of the family’s stock in Woods. Simul- 
taneously, the offeror was carrying on discussion 
with Voss with a view to purchase his 17% of Woods 
common stock in order to obtain control of Woods. 
Voss’s reluctance to sell his Woods common stock 
contributed to the inability of the offeror to proceed 
further. 


In June 1977 a third offeror made an offer to purchase 
the Woods stock held by the Woods family for $14.00 
per share in promissory notes. Upon learning of 
interest in considering this offer expressed by 
members of the Woods family, a member of the 
Purchasing Group advised the Woods family that the 
largest customer of Woods was concerned regarding 
the consequences of the sale. During the course of its 
investigation, the Commission was advised that, in 
fact, the large customer was not concerned with the 
consequences of the proposed sale. Subsequently, as 
a result of the dissatisfaction regarding the price to be 
paid to the Woods family and other factors, including 
the possible concern of the largest customer, the 
negotiations were terminated.9 


In November 1977, Woods management received an 
unsolicited letter from a business broker who 
represented that he was acting on behalf of 
Oppenheimer & Co. (“Oppenheimer”), a broker dealer 
registered with the Commission. The business broker 
indicated that Oppenheimer had participated in a 
number of previous sale of assets transactions for 
publicly-held companies similar in size to Woods, and 
had found such transactions to be advantageous to the 
management of such companies. In particular, he 
emphasized that those in management or in control 
with large ownership of shares would obtain 
substantial tax benefits. In addition, the business 
broker stressed that insiders with a low tax basis in 
their Woods stock could obtain a considerable increase 
in the value of their investment, without paying capital 
gains tax by this method. Voss and Townsdin informed 
the business broker that Woods was not interested. 


Sometime in the fall of 1977, the Woods management 





Sin addition, at one stage, consideration was given to a 


possible purchas by a proposed Woods’ Employee 
Stock Options Trust of the Woods common stock held 
by the Woods family. 





concluded that they could structure a sale of assets 
transaction which would result in their acquisition of 
total operational and financial control of the company. 
On December 28, 1977, Woods announced the 
prcposed sale of assets transaction. 


Value of the Woods Assets To Be Sold 


As previously discussed, Woods had a significant 
amount of assets which were non-operating. In 
addition, Woods’ transportation subsidiary, an 
operating asset, was selected to serve as motor carrier 
for a major assembly plant being built by General 
Motors Corporation in Oklahoma City, the head- 
quarters of Woods,° and Woods’ management 
attributed a significant potential increased value of the 
transportation subsidiary resulting from that develop- 
ment. Woods’ internal projections indicate an 
anticipated material increase in future revenues due to 
business to be generated by General Motors’ new 
assembly plant, and Woods has undertaken a costly 
major expansion of its truck fleet.’ There was no 
disclosure in the April Proxy Statement of these facts. 


Financing of the Purchase 


The April Proxy Statement of Woods disclosed that the 
financing of the purchase of the operating subsidiaries 
of Woods would be obtained through the sale of WDS 
of $1 million of common stock and $1 million face 
amount of subordinated debentures to the members of 
the Purchasing Group and that the balance (approxi- 
mately $27 million) would be obtained through bank 
loans. Disclosure was also made of certain personal 
guarantees by members of the Purchasing Group of $8 
million of the bank loans. The proxy statement did not 
disclose that a substantial portion of the collateral 
supporting the bank loans was all of the stock of the 
Woods subsidiaries to be acquired by WDS. Thus WDS 
planned to finance the purchase of the assets of 
Woods in substantial part through use of such assets. 





6The selection of Woods as the motor carrier by 
General Motors had been disclosed in a press release 
issued in April of 1977 by Woods, and in its 1977 
annual report on Form 10-K and annual report to share- 
holders. 


7Members of the Purchasing Group recognized the 


potential profits to be derived from the acquisition of 
the assets. For example, in a letter dated February 28, 
1978, to his adult daughters who are members of the 
Purchasing Group, Voss stated, in evaluating the 
prospects of WDS, “I would say | consider there is very 
little risk on the downside and tremendous opportunity 
for capital appreciation on the up side.” 


Investment Bankers Opinion 


The April Proxy Statement contained references to an 
opinion regarding the fairness of the transactions 
rendered by Donaldson, Lufkin & Jenrette Securities 
Corporation (“DLJ”), a broker/dealer registered with 
the Commission.? The April Proxy Statement states 
that the opinion was secured for the Board of Directors 
so that Woods could have the opinion “in the interest 
of its shareholders.” It is stated in the proxy statement 
that, “DLJ has advised the Company’s Board of 
Directors that the financial terms of the sale 
transaction, in light of the offer to purchase, which 
affords the stockholders the opportunity to receive 
$10.05 cash per share, taken as a whole, are fair and 
equitable to the stockholders of the Company.” A copy 
of the opinion was attached to the proxy statement. 


In arriving at its opinion that the transaction taken as a 
whole was fair and equitable to the shareholders of 
Woods, DLJ primarily reviewed public information on 
Woods, certain information provided to it by Woods 
and the market price and trading volume in Woods 
common stock. As stated in their opinion, DLJ did not 
independently evaluate the assets of Woods, and it did 
not inspect Woods’ property and facilities or have any 
discussions with any third parties who do business 
with Woods such as customers, suppliers or creditors. 


The Board of Directors of Woods in its consideration of 
the proposed transaction, did not consider alternative 
approaches to dispose of the assets of the company, 
which might have better served the interests of its 
shareholders. Therefore, DLJ, in opining on the fair- 
ness of the transaction as structured was not retained 
to, and did not explore alternative approaches. This 
was not disclosed. 


iT) 
FINDINGS AND CONCLUSIONS 
The proposed transaction was a situation whereby 


shareholders were given an option of receiving lump 
sum cash payment for their Woods shares or becoming 





8The proxy statement disclosed that DLJ would receive 
$75,000 from the Purchasing Group for its services if 
the proposed transaction was completed or a fee of at 
least $37,500 from Woods if the proposed transaction 
was not completed. In fact, the retention letter pro- 
vided that DLJ would receive a fee of $75,000 plus 
normal out-of-pocket expenses. In the event DLJ’s role 
was terminated for any reason after work was underway 
but prior to submission of its opinion to the Board of 
Directors of Woods, DLJ was to receive $37,500 for its 
services. 
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shareholders of an investment company investing in 
tax exempt securities, thereby materially changing the 
nature of its shareholders’ investment vehicle. Certain 
controlling persons and management personnel were 
instrumental in devising and structuring the 
transaction and certain material elements of the 
proposed transaction, were designed principally to 
benefit such persons. 


The Commission finds that the Reports of Woods 
failed to comply with the requirements of Sections 12 
and 13 of the Exchange Act and the Rules and 
Regulations promulgated thereunder concerning 
Reports filed with the Commission. As_ indicated 
herein, the Reports of Woods were materially deficient 
in failing to disclose the full facts and circumstances 
surrounding the structure of the sale of assets trans- 
action, including the purposes, and the determination 
of the price to be offered to shareholders. 


The April Proxy Statement, although not directly at 
issue in this proceeding, was the primary disclosure 
document used in connection with and was an integral 
part of the proposed transaction. Under these circum- 
stances, the Commission deems it appropriate to 
discuss the material deficiencies contained in the 
document. The April proxy statement was materially 
deficient in failing to adequately and accurately 
disclose the purpose of the transaction; prior offers to 
acquire the company; negotiations and discussions 
leading to the determination of the offering price; the 
value of the assets to be sold in the transaction and 
certain facts with respect to the financing of the 
transaction and the investment banking opinion 
obtained by the Company. 


Under the facts of this case and in view of the signifi- 
cance of the transactions to shareholders, meticulous 
care should have been taken to assure that full and fair 
disclosure was made regarding the circumstances 
surrounding the transaction.’ This type of disclosure 
was important in order to enable a shareholder, in 
deciding how to exercise his proxy, to fully understand 
and evaluate the terms, purposes and benefits to be 
derived from the transactions. 


ORDER 


In view of the foregoing, the Commission deems it 
appropriate and in the public interest to accept the 
Offer of Settlement of Woods and, accordingly, IT IS 
HEREBY ORDERED that proceedings be and they are 
hereby instituted. 





it was critical in this case that all of the principal pur- 
poses of the transaction be clearly disclosed, and 
merely disclosing the effects or consequences of the 
transaction was not sufficient. 
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IT iS FURTHER ORDERED that Woods: 


1. File acopy of this Order with the Commission with 
a Current Report on Form 8-K. 


2. Comply with the reporting requirements of the 
Exchange Act. 


3. Amend its reports currently on file with the 
Commission to reflect the matters set forth in this 
Order. 


4. Comply with its Undertaking to: 


a) retain a Special Review Person to 
represent and negotiate on behalf of the 
interests of the public stockholders of 
Woods in connection with any proposed 
transaction whereby Woods will sell its 
operating subsidiaries and other assets to 
WDS; and in connection therewith, the 
Special Review Persons shall: 


1. obtain such professional assistance as 
he shall deem necessary or advisable to 
enable him to fulfill the functions and duties 
undertaken by him; 


2. negotiate on all matters with respect to 
the transaction including the structure of 
the transactions and the price and the 
medium of payment; 


3. determine in his judgment whether the 
transaction as structured is fair to such 
public stockholders when viewed in the 
light of the available alternatives; 


4. prepare and render a report (“Report”) 
including his evaluation, findings, conclu- 
sions and recommendations, which shall be 
submitted to the Commission. 


b) file the Report as part of a Current Report 
on Form 8-K with the Commission within 30 
days after its receipt thereof. 


c) in the event Woods decides to solicit 
shareholder approval of any revised 
proposal for the sale of its assets, to file 
proxy soliciting materials with the Commis- 
sion and hold a new shareholder meeting. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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OPINION OF THE COMMISSION 


BROKER-DEALER AND INVESTMENT ADVISER PRO- 
CEEDINGS 


Grounds for Remedial Action 
Fraud 


Failure to Comply with Recordkeeping, Net Capital and 
Reporting Requirements 


Failure to Deliver Prospectuses 


Deficient Supervision 


Where registered broker-dealer, its board chairman, 
and two officers purchased certain securities on the 
basis of fraudulent misuse of savings and loan asso- 
ciation’s credit by one of its officials, which resulted in 
broker-dealer’s violation of recordkeeping, net capital 
and reporting provisions; and where broker-dealer and 
its chairman and president failed to comply with 
prospectus delivery requirements and chairman was 
responsible for deficient supervision in connection 
therewith, he/d, in the public interest to suspend firm 
from underwriting activities, to suspend its chairman 
and officers from association with any broker or dealer, 
and to bar savings and loan official from any such 
association. 


APPEARANCES: 


Norman J. Wiener and R. Alan Wight, of Miller, 
Anderson, Nash, Yerke & Wiener, for Hinkle North- 
west, Inc., Ernest F. Hinkle, Kenneth T. LaMear, and 
Dennis B. Reiter. 


Donald W. McEwen, of Hardy, 
Newman & Faust, for Jack M. Wied. 


McEwen, Weiss, 


Felice P. Congalton, of the Seattle Regional Office of 
the Commission, for the Division of Enforcement. 


Hinkle Northwest, Inc. (“registrant”), a registered 
broker-dealer and investment adviser, Ernest F. Hinkle, 
Chairman of registrant’s board of directors, Kenneth T. 
LaMear, its president, Dennis B. Reiter, secretary- 
treasurer, and Jack M. Wied, formerly a vice-president 
and treasurer of Benjamin Franklin Federal Savings 
and Loan Association (“Franklin”)', appeal from an 
administrative law judge’s adverse initial decision. The 
law judge concluded that registrant should be 
suspended from underwriting activities for 30 days, 
that Hinkle and LaMear should each be suspended 
from association with any broker or dealer for 12 
months, and that Reiter should be so suspended for 3 
months.* He barred Wied from any such association 
with the proviso that, after two years, Wied could 
become so associated in a non-proprietary, non- 
supervisory capacity, upon a satisfactory showing of 
adequate supervision. 


The law judge found that, in connection with two 
transactions in government securities, registrant, 
aided and abetted by Hinkle, LaMear and Reiter, 
violated recordkeeping, net capital and reporting 
provisions of the securities acts. Wied was found to 
have violated antifraud provisions in connection with 
those transactions. The pertinent facts are as follows. 


During 1975, Wied managed and controlled Franklin’s 
investment portfolio and directed its market trans- 
actions. In early 1975, he opened an account for 
Franklin with registrant through which Franklin 





1since June 1976, Wied has sought to become 
associated with a broker-dealer and/or an investment 
adviser. 


2The law judge provided that, during their periods of 
suspension, Hinkle, LaMear and Reiter could retain 
their stock in registrant and collect any dividends 
thereon. 
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effected transactions in municipal securities, and 
registrant gave Wied advice in connection with 
Franklin’s transactions. 


In March 1975, Wied advised the Hinkle respondents? 
that two-year U.S. Treasury notes could be purchased 
advantageously because of a favorable differential 
between their market price and the current borrowing 
rate. He stated that he could purchase notes under an 
arrangement whereby registrant would not have to put 
up any money but would receive any profit and be 
responsible for any loss. Wied estimated that 
registrant could not lose more than $25,000, and 
respondents authorized him to proceed. 


Wied then purchased, in Franklin’s account with a New 
York dealer in government securities, U.S. Treasury 
notes in the face amount of $25,000,000. The purchase 
price of $24,921,875 was financed by a so-called 
“reverse repurchase agreement,” an arrangement under 
which the seller in effect loans the buyer the money to 
purchase the securities in question and retains the 
securities as a pledge against repayment of the loan 
plus interest. The transaction was subject to 
termination on 24 hours’ notice by either party. Wied 
advised the dealer that the transaction was for a 
customer, Hinkle Northwest, and the dealer made the 
notation “for acct. Hinkle Northwest” on an order 
ticket. Nevertheless, confirmations in connection with 
the transaction were sent only to Franklin and they 
made no reference to registrant. 


The market value of the notes declined during April 
1975. Although respondents were worried, Wied 
advised them not to sell. In June, the market value of 
the notes rose to a point where their sale became 
profitable, and respondents directed Wied to sell them. 
Wied made the necessary arrangements and Franklin 
received a check for $44,219, representing the net profit 
on the transaction. Wied endorsed the check over to 
registrant which credited it to “miscellaneous income.” 
In order to reward Wied for his efforts on their behalf, 
respondents gave him nearly $5,000. 


In July or August 1975, Wied discussed with respond- 
ents a second transaction on the same basis, this time 
involving treasury bills. Wied explained that a larger 
transaction would be necessary in connection with 
these securities, and respondents authorized him to 
proceed. On August 14, 1975, Wied purchased in 
Franklin’s account with a different dealer $100,000,000 
worth of U.S. Treasury bills. He informed the dealer 
that the transaction was for another party but. that 





3The word “respondents” as used hereafter in this 
opinion refers to respondents other than Wied. 
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Franklin would stand behind the trade. The same 
reverse repurchase financing arrangement was 
employed except that the dealer required additional 
collateral. Wied accordingly pledged a $1,000,000 
treasury bill owned by Franklin. As in the case of the 
first transaction, the dealer sent confirmations only to 
Franklin and they did not refer to registrant. 


In late September 1975, the treasury bill transaction 
was closed out and Franklin received the profit in the 
amount of $76,870. Wied transferred this amount to 
registrant which again credited it to miscellaneous 
income. This time respondents gave Wied a reward of 
$10,200. 


Wied did not record these transactions in Franklin’s 
books. Nor did he tell his superiors what he was doing. 
Although he had general authority from Franklin to 
enter into accommodation transactions for third 
parties, he had no authority to effect transactions of 
the type and duration involved here for clients with 
registrant’s limited resources. 


The transactions were also not recorded in registrant’s 
books and records. On December 5, 1975, Hinkle and 
Reiter met with compliance examiners from our Seattle 
Regional Office who questioned them about the source 
of the two items credited to registrant’s miscellaneous 
income account. Prior to the meeting, Hinkle told 
Reiter that, if asked, he should say that the items in 
question were payments by Franklin for investment 
advice. And both Hinkle and Reiter made that response 
when questioned by our examiners. 


On June 10, 1976, Hinkle received a letter from 
Franklin’s counsel demanding the profits on the two 
transactions. The letter stated that, “in view of the fact 
that the offices and property of Franklin were used in 
these two transactions, together with its credit and 
credibility, the profits enuring from the transactions 
are the property of Franklin.” On June 15, the parties 
entered into a settlement agreement pursuant to which 
registrant agreed to pay Franklin the sum of $112,691. 
The agreement recited that Wied had advised the 
principals of registrant that certain government 
securities could be purchased for registrant’s account 
through the Franklin organization as an accommo- 
dation; that, although advised to the contrary at the 
time, registrant was satisfied that Franklin credit had 
been used to purchase the securities in question; and 
that;accordingly, registrant was willing to pay Franklin 
the stated amount. 


On October 4, 1977, Wied was convicted of defrauding 
Franklin. 





4uUnited States v. Wied, No. CR 76-233 (D. Ore.). 





The administrative law judge found that registrant, 
willfully aided and abetted by Hinkle, LaMear and 
Reiter, willfully violated: 


(1) Section 17(a) of the Securities Exchange Act and 
Rule 17a-3 thereunder in that the two transactions in 
government securities were not properly recorded in 
registrant’s books; 


(2) Section 15(c)(3) of the Exchange Act and Rule 
15c3-1 thereunder in that, on five occasions during 
April 1975, registrant operated with net capital 
deficiencies ranging from about $80,000 to $174,000 
due to unrealized losses on the treasury notes it had 
purchased; 


(3) Section 17(a) of the Exchange Act and Rule 17a-11 
thereunder in that registrant failed to give the required 
telegraphic notice of its net capital deficiencies and file 
the required follow-up financial reports; and 


(4) Section 17(a) of the Exchange Act and Rule 17a-5 
thereunder in that registrant’s annual report as of May 
31, 1975, did not disclose the account balances 
relating to the treasury note transaction. 


Respondents, arguing that there were no violations, 
seek to divorce themselves from the transactions at 
issue. They assert that Franklin and not registrant was 
the purchaser and owner of the securities in question; 
that Wied initiated the transactions, possessed all the 
necessary expertise, and was not acting as registrant’s 
agent; that registrant received no confirmations and 
borrowed no money; and that respondents really knew 
very little about the matter except that Wied intended 
to do “some sort of accommodation favor” for them in 
return for the valuable investment advice they had 
given Franklin. 


We cannot accept these contentions. It is clear from 
the record before us that Wied, acting as agent for 
registrant and employing Franklin’s credit and 
facilities, effected the transactions in question on 
registrant’s behalf. Respondents were aware that Wied 
was purchasing securities for registrant’s account, and 
that registrant would have all the attributes of owner- 
ship. It could dispose of the securities when it wished, 





SNet capital is defined in the rule as “the net worth of a 
broker or dealer... adjusted by... [a]Jdding un- 
realized profits (or deducting unrealized losses) in the 
accounts of the broker or dealer.” Rule 15c3-1(c)(2)(i). 
Thus registrant was required to “mark” its securities 
“to market.” 


and stood to gain any profit and suffer any loss. The 
facts that the selling dealers relied solely on Franklin’s 
credit and that registrant’s liabilities ran to Franklin did 
not alter the fact that registrant was the principal. 


Respondents further argue that, even assuming that 
registrant did purchase securities, there were no 
publicly available guidelines or instructions as to the 
recording or reporting of “reverse repurchase” agree- 
ments. However, respondents were experienced in the 
securities business and were certainly aware that pur- 
chases of securities required bookkeeping entries. If, 
as respondents claim, they were unfamiliar with the 
details of the transactions in question, they should 
have obtained that information from Wied. And 
if having done so, they did not know how to record the 
transactions, they should have made it their business 
to find out the proper way of doing so. In fact, 
respondents made no inquiries whatsoever about these 
matters. As the law judge noted, their misrepresenta- 
tions to Commission examiners indicate that they were 
fully aware that the transactions had not been properly 
recorded in registrant’s books. 


Finally, respondents argue that findings against them 
are precluded by the doctrine of collateral estoppel 
since the court that convicted Wied® “squarely held” 
that Franklin was the owner of the securities in 
question.” But the court made no such determination. 
It simply held that Wied had misused Franklin’s credit 
and that registrant and Wied had improperly benefited 
from that misuse.8 





8See n. 4, supra. 


7Collateral estoppel prevents repetitious litigation on 
questions “distinctly put in issue and directly deter- 
mined by a court of competent jurisdiction.” Parmar 
Corp. v. Paramount Corp., 347 U.S. 89, 101 n. 7. See 
also James and Hazard, Civil Procedure 563-564 (1977); 
1B Moore’s Federal Practice J 0.443, p. 3902 (1974). 


8summarizing his findings, the District Judge stated: 


“In this case | find that defendant knowingly 
and willfully used the credit of [Franklin] to 
benefit [Hinkle Northwest] and himself and 
that he intentionally falsified the reports 
which should have disclosed the trans- 
actions. | find . . . that . . . defendant knew 
that [the selling dealers] would look to... 
Franklin to cover any deficiency. Under 
these circumstances, the requisite intent to 
defraud is established... .” 
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We accordingly affirm the law judge’s findings of viola- 
tion with respect to the Hinkle respondents. 


IV. 


The administrative law judge concluded that Wied 
knowingly and deliberately engaged in a scheme to 
defraud Franklin. The law judge found that Wied knew 
that the transactions in which he pledged Franklin’s 
credit were beyond his authority, and that he concealed 
those transactions by failing to enter them on 
Franklin’s records. The law judge also found that Wied 
concealed from his superiors the compensation paid 
him by the Hinkle respondents even in the face of an 
inquiry resulting from our staff’s investigation in 
January 1976. 


Wied’s petition for review did not specify the findings 
and conclusions of the law judge to which exception 
was taken. And Wied did not file a brief in support of 
his petition. On the basis of our independent review of 
the record, we affirm the law judge’s findings of fact 
with respect to Wied, and the law judge’s conclusion 
that Wied willfully violated the antifraud provisions of 
Section | of the Exchange Act and Rule 10b-5 
thereunder. ! 


V. 


In addition to the violations arising from their trans- 
actions with Wied, the administrative law judge found 
that registrant, Hinkle and LaMear willfully violated the 
prospectus-delivery provisions of Section 5(b)(1) of the 
Securities Act in connection with a registered offering 
of the common stock of R.L. Burns Corporation, and 
that registrant and LaMear willfully violated those pro- 
visions and Hinkle failed to exercise proper supervision 
in connection with a registered offering of the common 





9Respondents, citing Collins Securities Corp. v. 
S.E.C., 562 F.2d 820 (C.A.D.C., 1977) argue that the 
violations found with respect to them must be estab- 
lished by clear and convincing proof. Co/lins, however, 
held that standard applicable only with respect to 
certain findings of fraud. In any event, we find the 
evidence with respect to respondent’s violations clear 
and convincing. 


10We agree with the administrative law judge that the 
evidence with respect to Wied’s violations is clear and 
convincing. And assuming that the Supreme Court’s 
interpretation of Section 10(b) of the Exchange Act and 
Rule 10b-5 thereunder in Ergst & Ernst v. Hochfelder, 
425 U.S. 185 (1976), is applicable to proceedings of 
this sort, a position with which we disagree, we find 
that Wied had the requisite intent to deceive. 
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stock of Pacific Power & Light Company. Respondents 
do not challenge these findings. 


Section 5(b)(1) makes it unlawful to mail a prospectus 
relating to any security with respect to which a 
registration statement has been filed unless the 
prospectus meets the requirements of Section 10 of the 
Securities Act. The administrative law judge found 
that, after the Burns registration statement had been 
filed with this Commission, Hinkle and LaMear each 
sent out letters to about 200 persons containing a 
“hard sell” sales pitch for Burns stock. LaMear 
admitted that he knew that such communications were 
improper. Yet he also permitted one of registrant’s 
salesmen to mail similar letters concerning Pacific 
stock to about 500 persons after a registration state- 
ment had been filed with respect to that stock. 


Vi. 


The Hinkle respondents argue that the sanctions 
imposed on them by the administrative law judge are 
too severe for a first offense. They further assert that 
their transactions in government securities were 
complicated and that they never understood their 
details or legal ramifications; that any violations on 
their part were technical and did not involve fraud or 
injury to third persons; that lesser sanctions have been 
imposed for comparable misconduct; that Hinkle, 
LaMear and Reiter are crucial to registrant’s opera- 
tions; and that registrant has already suffered substan- 
tial harm from the adverse publicity resulting from these 
proceedings. 


We consider that the sanctions imposed by the law 
judge are fully warranted in the public interest. This is 
not respondents’ “first offense.” In May 1974, the 
National Association of Securities Dealers, Inc. found 
registrant, LaMear and Reiter responsible for violations 
of credit extension, recordkeeping and customer pro- 
tection provisions and, in January 1976, that they had 
again failed to comply with recordkeeping and 
customer protection provisions as well as various 
reporting requirements. 


We have already pointed out that, if respondents did 
not understand the details of the transactions which 
they authorized, or their legal ramifications, they had 
an obligation to obtain that information. The 
regulations which they violated are neither technical 
nor trivial, but represent significant duties imposed on 
those who wish to engage in the securities business. 11 





11The net capital rule has been described as “one of 
the most important weapons in the Commission’s 
Continued on following page 





The remedial action which is appropriate in the public 
interest depends on the facts and circumstances of 
each particular case and cannot be precisely deter- 
mined by comparison with the action taken in other 
proceedings. ! Here, in addition to the violations we 
have found, and respondents’ prior record of 
misconduct, Hinkle and Reiter deliberately sought to 
deceive our staff investigators. And LaMear sent out 
letters containing a “hard sell” sales pitch for a 
security as to which a registration statement had been 
filed when he admittedly was aware that such 
communications were improper. Under all the circum- 
stances, we are not disposed to be lenient.13 


As for Wied, the serious misconduct in which he 
engaged clearly warrants the sanction which the 
administrative law judge imposed. !4 





Continued from preceding page 


arsenal to protect investors.” Blaise D’Antoni & 
Associates, Inc. v. S.E.C., 389 F.2d 276 (C.A. 5, 
1961). Accurate records are essential to enable broker- 
dealers and this Commission to determine compliance 
with net capital and other requirements. See Fox 
Securities Company, Inc., Securities Exchange Act 
Release No. 10475 (November 1, 1973), 2 SEC Docket 
667, 669. And reports, in addition to disclosing 
important information concerning a_ broker-dealer’s 
operations, can open avenues of inquiry which may 
lead to collateral information having a direct bearing on 
a broker-dealer’s compliance with our rules. See 
Scientific Investors Corporation, 41 S.E.C. 618, 619 
(1963). 


12See Butz v. Glover Livestock Commission Co., 411 
U.S. 182, 187 (1973); Hiller v. S.E.C., 429 F.2d 856, 
858-9 (C.A. 2, 1970). 


13 although respondents argue that the absence of 
Hinkle and LaMear from the firm for a year would 
“virtually” guarantee financial disaster” and remove the 
entire management, they admit that Hinkle and LaMear 
account for only about 1/6 of the firm’s income, and 
that the firm has seven registered principals other than 
Hinkle, LaMear and Reiter. LaMear testified that the 
firm had recently appointed a new executive vice 
president in charge of administration who was capable 
of handling the firm’s underwriting operations and 
supervising salesmen. 


14wied’s conviction after the institution of these pro- 
ceedings is, of course, an independent statutory basis 
for remedial action with respect to him. It will be an 


An appropriate order will issue. 


By the Commission (Commissioners LOOMIS, 
EVANS, POLLACK and KARMEL); Chairman WIL- 
LIAMS not participating. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15338/November 16, 1978 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 650/November 16, 1978 


In the Matter of 

HINKLE NORTHWEST, INC. 

200 Market Street 

Portland, Oregon 

(8-6561) (801-8941) 

ERNEST F. HINKLE 

KENNETH T. LAMEAR 

DENNIS B. REITER 

JACK M. WIED 

14835 S.W. 103rd Avenue 

Portland, Oregon 

Administrative Proceeding File No. 3-5148 
ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission’s opinion issued this 
day, it is 


ORDERED that Hinkle Northwest, Inc. (“Registrant”) 
be, and it hereby is, suspended from underwriting 
activities for a period of 30 days; and it is further 


ORDERED that Ernest F. Hinkle, Kenneth T. LaMear 
and Dennis B. Reiter be, and each of them hereby is, 
suspended from association with any broker or dealer 
for respective periods of 12 months, 12 months, and 3 





important consideration in determining whether to 
permit his association with a broker or dealer after two 
years. 
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months. During their periods of suspension, respon- 
dents may retain their stock in registrant and collect 
any dividends thereon, but may not collect any salary 
or bonus from registrant nor participate in any way, 
managerial or non-managerial, in registrant’s activi- 
ties; and it is further 


ORDERED that the suspensions of Hinkle Northwest, 
Inc., Ernest F. Hinkle, Kenneth T. LaMear, and Dennis 
B. Reiter be, and they hereby are, effective as of the 
opening of business on December 11, 1978; and it is 
further 


ORDERED that Jack M. Wied be, and he hereby is, 
barred from association with any broker or dealer with 
the proviso that, after two years, he may become so 
associated in a non-proprietary, non-supervisory 
capacity, upon a satisfactory showing to the 
Commission that he will be adequately supervised. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15339/November 16, 1978 


In the Matter of Applications of the 

BOSTON STOCK EXCHANGE, INC. 

For Unlisted Trading Privileges in Certain Securities 
Securities Exchange Act of 1934 


NOTICE OF APPLICATIONS FOR UNLISTED TRADING 
PRIVILEGES AND OF OPPORTUNITY FOR HEARING 


The Boston Stock Exchange, Inc. (“BSE”) has filed 
applications with the Securities and Exchange 
Commission pursuant to Section 12(f)(1)(C) of the 
Securities Exchange Act of 1934 (the “Act”) and Rule 
12f-1 thereunder for unlisted trading privileges in the 
securities of the companies as set forth below, which 
securities are registered with the Commission 
pursuant to Section 12 of the Act or which would be 
required to be so registered except for the exemption 
from registration provided in subsection (g)(2)(B) or 
(g)(2)(G) of Section 12.1 





1These are not the first applications for unlisted 
trading privileges pursuant to Section 12(f)(1)(C) of the 
Act to be filed with the Commission. The Commission 
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United Canso Oil and Gas, Ltd. 


Common Stock, $1.00 par value (Canadian) File No. 
7-5066. 


Canada Southern Petroleum, Ltd. 
Common Stock, $1.00 par value (Canadian) File No. 
7-5067 


United Canso and Canada Southern are currently listed 
on the BSE and the PSE. The BSE has filed these appli- 
cations for unlisted trading privileges, however, 
because these companies have filed applications to 
withdraw from listing and registration on the BSE as 
well as the PSE. United Canso’s and Canada 
Southern’s applications are currently pending before 
the Securities and Exchange Commission. 


Upon receipt of a request, on or before December 15, 
1978, from any interested person, the Commission will 
determine whether the applications with respect to the 
companies named shall be set down for hearing. Any 
such request should include a brief statement as to the 
title of the security in which the person is interested, 
the nature of his interest in making the request, and the 
position which he proposes to take at the hearing, if 
ordered. In addition, any interested person may submit 
his views or any additional facts bearing on the said 
applications by means of a letter addressed to the 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549 not later than the date speci- 
fied. If no one requests a hearing with respect to the 
particular applications, such applications will be 
determined by order of the Commission on the basis of 
the facts therein and other information contained in the 
Official files of the Commission pertaining thereto. 


For the Commission, by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





currently has pending before it applications by the 
Pacific Stock Exchange Incorporated (“PSE”) for 
unlisted trading privileges pursuant to Section 
12(f)(1)(C) in the common stock of Pacific Resources, 
Inc. (File No. 7-4933), United Canso Oil and Gas, Ltd. 
(“United Canso”) (File No. 7-5022) and Canada 
Southern Petroleum, Ltd. (“Canada Southern”) (File 
No. 7-5023), and by the BSE in the common stock of 
Air Express International Corporation (File No. 7-5031). 


2Notice of the applications was given in Securities 
Exchange Act Release Nos. 14484, February 16, 1978 
(“Canada Southern”) and 14485, February 16, 1978 
(“United Canso”). 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20769/November 13, 1978 


In the Matter of 
MIDDLE SOUTH UTILITIES, INC. 


SYSTEM FUELS, INC. 
225 Baronne Street 
New Orleans, Louisiana 70112 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


MISSISSIPPI POWER & LIGHT COMPANY 
Electric Building 
Jackson, Mississippi 39205 


NEW ORLEANS PUBLIC SERVICE INC. 
317 Baronne Street 
New Orleans, Louisiana 70112 


(70-5259) 


NOTICE OF FOURTH POST-EFFECTIVE AMENDMENT 
REGARDING LINE OF CREDIT BETWEEN BANK AND 
NONUTILITY SUBSIDIARY COMPANY TO FINANCE 
FUEL PROCUREMENT FOR OWNER ASSOCIATE 
UTILITY COMPANIES 


NOTICE IS HEREBY GIVEN that Middle South Utilities, 
Inc. (“Middle South”), a registered holding company, 
its public-utility subsidiary companies, Arkansas 
Power & Light Company (“Arkansas”), Louisiana Power 
& Light Company (“Louisiana”), Mississippi Power & 
Light Company (“Mississippi”), and New Orleans 
Public Service Inc., (““NOPSI”) (collectively referred to 
as “Operating Companies”), and System Fuels, Inc. 
(“SFI”), a jointly-owned nonutility subsidiary company 
of Operating Companies, have filed with this 
Commission a fourth post-effective amendment to the 
declaration in this proceeding pursuant to Sections 
6(a), 7, and 12(b) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 45 promulgated 
thereunder regarding the following proposed trans- 
actions. All interested persons are referred to the 
amended declaration, which is summarized below, for 
a complete statement of the proposed transactions. 


By orders in this proceeding dated December 8, 1972, 
September 17, 1973, November 25, 1974, and 
December 1, 1976 (HCAR Nos. 17797, 18097, 18679, 
and 19779), the Commission authorized SFI to issue 
and sell its unsecured promissory notes, in an 
aggregate amount not exceeding $25,090,000 out- 
standing at any one time, to Hibernia National Bank in 
New Orleans (“Hibernia”) from time to time for a period 
of six years from the date of a loan agreement 
(December 8, 1972) among Hibernia, SFI, Operating 
Companies, and Middle South. Under the loan agree- 
ment, nine other banks are participating to the extent 
of $21,590,000 or 86.1% of the borrowings. It is stated 
that as of September 30, 1978, SFI had issued notes 
under the line of credit in the aggregate principal 
émount of $25,090,000, the proceeds of which were 
applied by SFI toward the purchase of oil for use as 
fuel by Arkansas, Louisiana, Mississippi, NOPSI, and 
Arkansas-Missouri Power Company. 


It is now proposed that the period of the borrowings be 
extended for two more years so that notes issued pur- 
suant to the loan agreement will be payable on or 
before December 8, 1980. Section 4 of the loan 
agreement will be amended to modify the method for 
determining the rate of interest from one based on the 
rate charged by Citibank, N.A., New York, New York, 
on commercial loans of 90-day maturities plus three- 
fourths of one percent (3% %) to one based on the rate 
charged by Citibank on commercial loans of 90-day 
maturities. Section 6(b) of the loan agreement will also 
be amended to revise the capitalization restriction on 
SFI’s repayment of any loans made to it by Arkansas, 
Louisiana, Mississippi, or NOPSI so that such repay- 
ment cannot be made if as a result the total of SFI’s 
capital stock, surplus, and indebtedness to its parent 
companies would be less than 35% of SFI’s total 
capitalization excluding indebtedness due within one 
year. All the other terms and conditions related to the 
borrowings remain the same. 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 6, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said post- 
effective amendment to the declaration which he 
desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarants at the above-stated addresses, and proof of 
such service (by affidavit or, in case of an attorney-at-° 
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law, by certificate) should be filed with the request. At 
any time after said date, the declaration, as now 
amended or as it may be further amended, may be 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20770/November 14, 1978 


In the Matter of 
APPALACHIAN POWER COMPANY 


40 Franklin Road 
Roanoke, Virginia 24009 


INDIANA & MICHIGAN ELECTRIC COMPANY 
2101 Spy Run Avenue 
Fort Wayne, Indiana 46801 


KENTUCKY POWER COMPANY 
15th Street and Carter Avenue 
Ashland, Kentucky 41101 


OHIO POWER COMPANY 
301 Cleveland Avenue, S.W. 
Canton, Ohio 44701 


AMERICAN ELECTRIC POWER COMPANY, INC. 
2 Broadway 
New York, New York 10004 


(70-6082) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
NOTES TO BANKS BY HOLDING COMPANY AND 
CAPITAL CONTRIBUTIONS BY’ HOLDING COMPANY 
TO SUBSIDIARIES 


NOTICE IS HEREBY GIVEN that American Electric 
Power Company, Inc. (“AEP”), a registered holding 
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company, and Appalachian Power Company (“‘Appala- 
chian”), Indiana and Michigan Electric Company 
(“l&M”), Ohio Power Company (“Ohio Power’), and 
Kentucky Power Company (“KPCO”), AEP’s subsidiary 
electric utility companies, have filed a post-effective 
amendment to an application-declaration previously 
filed with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (‘‘Act’’) 
designating Section 6(b) and 12 of the Act and Rule 50 
promulgated thereunder as applicable to the following 
proposed transactions. All interested persons are 
referred to the application-declaration, as amended by 
the post-effective amendment, summarized below, for 
a complete statement of the proposed transactions. 


By prior order in this proceeding (HCAR No. 20365, 
January 5, 1978), AEP was authorized to issue and sell 
from time to time, prior to January 1, 1979, short-term 
notes and commercial paper, to banks, and to a dealer 
in commercial paper respectively, in an amount of up 
to $165,000,000, such notes maturing no later than 
June 30, 1979. AEP was also authorized to make cash 
capital contributions, prior to January 1, 1979, to its 
public utility subsidiary companies in the following 
aggregate amounts: Appalachian, $95,000,000; I&M, 
$60,000,000; and Ohio Power, $35,000,000. 


AEP, by post-effective amendment, requests that it be 
permitted to issue and sell from time to time, prior to 
January 1, 1980, as funds may be required, short-term 
notes (including commercial paper) in an aggregate 
amount not to exceed $165,000,000 outstanding at any 
one time. None of such notes or commercial paper 
shall mature no later than June 30, 1980. The notes to 
be sold to banks will be dated as of the date of the 
borrowing which it evidences, will mature not more 
than 270 days from the date of issue or reissue thereof, 
and will be prepayable at any time without premium or 
penalty. AEP proposes to issue and sell such short- 
term notes to 11 banks with lines of credit in an 
aggregate amount of $179,000,000. The banks and their 
respective lines of credit which AEP has established at 
such banks are as follows: 


Name Amount 

Chemical Bank, New York, N.Y. 

The Chase Manhattan Bank (National 
Association), New York, N.Y. 

Manufacturers Hanover Trust Company, 
New York, N.Y. 

Morgan Guaranty Trust Company of 
New York, New York, N.Y. 

Bankers Trust Company, New York, N.Y. 

Irving Trust Company, New York, N.Y. 

The Bank of New York, New York, N.Y. 

The Cleveland Trust Company, 
Cleveland, Ohio 


$ 45,000,000 
40,000,000 
25,000,000 
22,000,000 

9,000,000 
8,000,000 
4,000,000 


8,000,000 





First Pennsylvania Bank and Trust 
Company, Philadelphia, Pa. 

Melion Bank, N.A., Pittsburgh, Pa. 

United Virginia Bank, Richmond, Va. 


9,000,000 
6,000,000 
3,000,000 


Total 


$179,000,000 


AEP will be required to either (1) maintain compen- 
sating balances of 10%. of the bank lines made avail- 
able and additional compensating balances of 10% of 
the amount of any borrowings, or (2) maintain compen- 
sating balances and pay an annual fee for the avail- 
ability of the line of credit, equivalent generally, in 
combination, to compensating balances in excess of 
10% of the line of credit made available. Where only 
compensating balances are required, borrowings under 
such lines will bear interest at an annual rate not 
greater than the bank’s prime commercial rate in effect 
at the time of issuance. Where a combination of 
compensating balances and fees are required, 
borrowings under such lines would bear interest at a 
specified rate in excess of the bank’s prime commercial 
rate in effect at the time of issuance, but such 
specified rate would not be greater than the equivalent 
rate of borrowings bearing interest at the prime rate 
with compensating balances equal to 10% of the 
amount borrowed. If the full amount were borrowed 
from the banks, the effective interest cost to AEP, 
based on a prime commercial rate of 10 34%, would be 
13.44%. 


The commercial paper wiil be in the form of promissory 
notes in denominations not less than $50,000 nor more 
than $50,000,00 of varying maturities, with no such 
maturity more than 270 days after the date of issuance 
and none will be prepayable prior to maturity. The 
commercial paper notes will be sold directly to Lehman 
Commercial Paper Incorporated (the “dealer’) at a 
discount rate not in excess of the discount rate per 
annum prevailing at the time of issuance for commer- 
cial paper of comparable quality and maturity. No 
commercial paper notes will be issued having a 
maturity of more than 90 days if such commercial 
paper notes would have an effective interest cost which 
exceeds the effective interest cost at which AEP could 
borrow from banks. 


The dealer will reoffer the commercial paper notes to 
not more than 200 of such dealer's customers 
identified and designated in a non-public list prepared 
by the dealer in advance, at a discount rate of 1/8 of 
1% per annum less than the discount rate to AEP. It is 
expected that such customers of the dealer will hold 
the commercial paper notes to maturity, but, if any 
such customer wishes to resell such commercial paper 
prior to maturity, the dealer, pursuant to a verbal 


repurchase agreement, will repurchase such commer- 
cial paper sold by it and reoffer it to other customers on 
the list. 


AEP also requests authority to make cash capital 
contributions from time to time prior to January 1, 
1980, to its public utility subsidiary companies in the 
following aggregate amounts: Appalachian, 
$100,000,000, 1&M, $60,000,000, Ohio Power, 
$50,000,000 and KPCO, $20,000,000. 


The proceeds from the sale of the short-term notes are 
to be applied by AEP, together with other funds, to 
make additional investments in its public utility 
subsidiary companies to assist them in financing the 
costs of their respective construction programs and to 
retire their short-term debt. The construction programs 
of AEP’s public utility subsidiary companies for 1978 
and 1979 are estimated as follows: $314,000,000 and 
$37,000,000 respectively, for Appalachian; $275,000, 
000, $252,000,000, respectively, for I&M and its 
generating subsidiary; $205,000,000 and $241 ,000,000, 
respectively, for Ohio Power and its generating 
subsidiary, and $42,000,000 and $123,000,000, 
respectively, for KPCO. 


AEP requests an exception from the competitive 
bidding requirements of Rule 50 for the proposed issue 
and sale of its commercial paper pursuant to paragraph 
(a)(5) thereof. 


No additional fees and expenses are expected to be 
incurred within this proposed transaction. It is stated 
that the State Corporation Commission of Virginia and 
the Public Service Commission of West Virginia have 
jurisdiction over the proposed capital contribution by 
AEP to Appalachian and that no other state commis- 
sion and no federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
actions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 7, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the 
application-declaration, as amended by said post- 
effective amendment which he desires to controvert; or 
he may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicants-declarants at the above- 
stated address, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as amended by said post- 
effective amendment or as it may be further amended, 


SEC DOCKET/181 





may be granted and permitted to become effective as 
provided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other actions 
as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING ACT OF 1935 
Release No. 20771/November 14, 1978 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
2101 Spy Run Avenue 
Fort Wayne, Indiana 46801 


(70-6195) 


NOTICE OF PROPOSED INCREASE IN SHORT-TERM 
INDEBTEDNESS 


Notice is hereby given that Indiana & Michigan Electric 
Company (‘‘l&M’’), an electric utility subsidiary 
company of American Electric Power Company, Inc. 
(“AEP”), a registered holding company, has filed with 
this Commission a post-effective amendment to its 
application previously filed in this matter pursuant to 
the Public Utility Holding Company Act of 1935 
(“Act”), designating Section 6(b) of the Act and Rules 
50(a)(2) and 50(a)(5) promulgated thereunder as 
applicable to the proposed transaction. All interested 
persons are referred to the application, as amended by 
said post-effective amendment, which is summarized 
below, fora complete statement of the proposed trans- 
action. 


By order dated September 7, 1978 (HCAR No. 20700), 
1&M was authorized to issue and sell short-term notes 
and commercial paper through January 1, 1980, in an 
aggregate amount not to exceed $125,000,000 
outstanding at any one time, such indebtedness to 
mature not later than June 30, 1980. As of October 26, 
1978, 1&M has $102,090,000 aggregate principal 
amount of short-term debt outstanding. 
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By post-effective amendment applicant proposes that 
its short-term debt authorization be increased from 
$125,000,000 to $150,000,000. It is stated that the 
increase is necessary due to changes in previous plans 
to sella 15% interest in its Rockport Plant to Kentucky 
Power Company, another electric utility subsidiary of 
AEP. That planned sale, which is the subject of a 
separate application before this Commission (File No. 
70-6198), was disapproved by the Kentucky Public 
Service Commission on October 19, 1978. 


Concerning the credit arrangements, it is stated that 
1&M has lines of credit with 39 banks which total 
$295,990,000, such banks being of three classes. Each 
note to be issued to a Class | bank will mature not more 
than 270 days after the date of issuance or renewal 
thereof, and will be prepayable at any time without 
premium or penalty. 1&M’s credit arrangements with 
these banks require it to maintain compensating 
balances equal to a percentage of the line of credit 
made available by the bank plus a percentage of any 
amount actually borrowed (generally not in excess of 
10% of the line of credit and 10% of the amount 
borrowed). In most cases I&M maintains deposit 
balances for its operational and financial needs in 
amounts sufficient to satisfy any compensating 
balances required with respect to borrowings from 
such banks. Borrowings from a Class | bank would 
generally bear interest at an annual rate not greater 
than the bank’s prime commercial rate in effect from 
time to time. 


Each note to be issued to a Class II bank will mature 
not more than 90 days after the date of issuance or 
renewal thereof, and will be prepayable at any time 
without premium or penalty. |1&M’s credit arrangements 
with these banks require it to maintain compensating 
balances of 5% of the line of credit and to pay a fee 
equal to 4% of the bank’s prime commercial rate then 
in effect on the size of the line. The combination of 5% 
compensating balances and a fee is generally equiva- 
lent to compensating balances not in excess of 10% of 
the line of credit made available. In addition, 1&&M must 
pay interest at the rate of 108.5% of the bank’s prime 
commercial rate then in effect on the borrowings. It is 
stated that if the balances maintained and the fees paid 
by 1&M with and to the Class | and Il banks were 
maintained and paid solely to fulfill requirements for 
borrowings by I&M, the effective annual interest cost 
under either such agrrangement, assuming full use of 
the line of credit, would not exceed 125% of the prime 
commercial rate in effect from time to time, or not 
more than 13.4375% on the basis of a prime commer- 
cial rate of 10.75%. 


With respect to the Class Ill banks, 1&M has a money 
market facility at each of two named banks in an 
aggregate amount of $25,000,000. These money market 
facilities do not represent a formal commitment or 





engagement by these banks to I&M, but represent 
merely the ability of I&M to request unsecured 
borrowings, in the form of promissory notes, on a 
case-by-case basis. These money market facilities are 
available for unsecured borrowings in domestic dollars 
and/or in Eurodollars for periods of up to 180 days 
after the date of issuance, and any such borrowings 
will be prepayable at any time without premium or 
penalty. No compensating balances are required. The 
interest rate, which is presently to be negotiated on a 
case-by-case basis (using a 360 day year), is pegged to 
either the London Interbank Offering Rate plus a 
designated percent, if the borrowings are made in 
Eurodollars, or to a designated percent of the bank’s 
prime rate, if the borrowings are made in domestic 
dollars. It is stated that interest rates on these notes 
will be lower than the effective interest rates for 
borrowing made from Class | and II banks, including 
the effect of any compensating balances and fees paid. 


1&M also has arrangements to sell commercial paper 
directly to Lehman Commercial Paper Incorporated 
(the “Dealer”’). The commercial paper will consist of 
promissory notes in denominations of not less than 
$50,000 nor more than $5,000,000, of varying maturi- 
ties, with no maturity more than 270 days after the date 
of issue; such notes will not be repayable prior to 
maturity and will be sold at a discount rate not in 
excess of the discount rate per annum prevailing at the 
time of issuance for commercial paper of comparable 
quality and maturity. No commercial paper will be 
issued having a maturity of more than 90 days if such 
commercial paper would have an effective interest cost 
to 1&M which exceeds the effective interest cost at 
which 1&M could borrow from commercial banks. The 
Dealer will reoffer the commercial paper, at a discount 
rate 1/8 of 1% per annum less than the discount rate at 
which notes were purchased from !&M, to not more 
than 200 of the Dealer’s customers designated in a non- 
public list prepared by the Dealer in advance. No sales 
of such commercial paper will be made to any 
customer unless that customer has received up-to-date 
reports as to the credit position of |&M. It is expected 
that the Dealer’s customers will hold such commercial 
paper to maturity; but if any such customer wishes to 
resell 1&M commercial paper prior to maturity, the 
Dealer, pursuant to a verbal repurchase agreement, will 
repurchase the commercial paper and reoffer it to other 
customers on its non-public list. 


The proceeds from the issue and sale of the notes will 
be used by I&M to reimburse its treasury for past 
expenditures made in connection with its construction 
program and to pay part of the cost of its future 
construction program. 1&M estimates its construction 
expenditures for the year 1978 and 1979 at $450,000,000 
(exclusive of the expenditures of its generating 
subsidiary). 


1&M claims exemption from the competitive bidding 
requirements of Rule 50 for the proposed issuance of 
notes to banks pursuant to paragraph (a)(2) thereof, and 
requests exemption from such requirements for the 
proposed issue and sale of its commercial paper 
pursuant to paragraph (a)(5) thereof. 


There are no additional fees or expenses to be incurred 
in connection with the proposed transaction. It is 
stated that no state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 7, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the application, 
as amended by said post-effective amendment, which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secre- 
tary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request should 
be served personally or by mail upon the applicant 
at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney-at-law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as amended by 
said post-effective amendment or as it may be further 
amended, may be granted to provide in Rule 23 of the 
General Rules and Regulations promulgated under the. 
Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such action as it may deem appropriate. Persons 
who request a hearing or advice as to whether a hearing 
is ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 
KENTUCKY POWER COMPANY 
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Ashland, Kentucky 41101 
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(70-6224) 
NOTICE OF PROPOSED SHORT-TERM BORROWING 


NOTICE IS HEREBY GIVEN that Kentucky Power 
Company (“Kentucky”), an electric utility subsidiary 
company of American Electric Power Company, Inc. 
(“AEP”), a registered holding company, has filed with 
this Commission an application pursuant to the Public 
Utility Holding Company Act of 1935 (‘‘Act”’), 
designating Section 6(b) of the Act and Rule 50(a)(2) 
promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
application, which is summarized below, for a complete 
description of the proposed transaction. 


Kentucky requests that from the date of the granting of 
this application to January 1, 1980, the exemption from 
the provisions of Section 6(a) of the Act afforded to it 
by the first sentence of Section 6(b) of the Act, related 
to the issuance of short-term notes, be increased to the 
extent necessary to cover the issuance and sale of 
notes to banks in an aggregate amount not to exceed 
$35,000,000 outstanding at any one time, all such 
indebtedness to mature not later than March 31, 1980. 


Kentucky states that such short-term financing is 
necessary due to a change in its plans concerning a 
contemplated $100,000,000 term loan involved with its 
proposed purchase of a 15% interest in the Rockport 
Plant owned by Indiana & Michigan Electric Company, 
another electric utility subsidiary of AEP. That 
proposed transaction is the subject of a separate 
application before this Commission (File No. 70-6198), 
but was disapproved by the Kentucky Public Service 
Commission on October 19, 1978. Kentucky expects to 
request a reconsideration of the decision of the 
Kentucky Public Service Commission or to file a new 
application before it. Due to the uncertainty as to when 
and if said state commission will approve the proposal, 
Kentucky requests the short-term borrowing authoriza- 
tion in the event such approval is not forthcoming. 


Concerning the credit arrangements, it is stated that 
Kentucky has lines of credit with 11 banks which total 
$241 ,0C0,000. Each note to be issued will mature not 
more than 90 days after the date of issuance or renewal 
thereof, and will be prepayable at any time without 
premium or penalty. Kentucky’s credit arrangements 
with these banks require it to maintain compensating 
balances of 5% of the line of credit and pay a fee equal 
to 4% of the ~ank’s prime commercial rate then in 
effect on the size of the line of credit. The combination 
of a 5% compensating balance and a fee is generally 
equivalent to a compensating balance not in excess of 
10% of the line of credit made available. In addition, 
Kentucky must pay interest on the borrowings at the 
rate of 108.5% of the bank’s prime commercial rate 
then in effect. Interest computed at this rate would not 
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be greater than the effective rate for borrowings 
bearing interest at the prime rate with compensating 
balances equal to 10% of the amount borrowed. If the 
balances maintained and fees paid by Kentucky were 
maintained and paid soley to fulfill requirements for 
borrowings by Kentucky, the effective interest cost to 
Kentucky, assuming full use of the line of credit, would 
not exceed 125% of the prime commercial rate in effect 
from time to time, or not more than 13.4375% on the 
hasis of a prime commercial rate of 10.75%. 


Kentucky claims exemption from the competitive 
bidding requirements of Rule 50 for the proposed 
issuance of notes to banks pursuant to paragraph (a)(2) 
thereof. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at $2,500. 
It is stated that no state commission or federal 
commission, other than this Commission, has juris- 
diction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 7, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the applicant at the above stated address, and proof of 
service (affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as filed or as it 
may be amended, may be granted as provided in Rule 
23 of the General Rules and Regulations promulgated 
‘nder the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such action as it may deem 
appropriate. Persons who request a hearing or advice 
as to whether a hearing is order will receive and notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
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In the Matter of 


MICHIGAN POWER COMPANY 
100 South Main Street 
Three Rivers, Michigan 49093 


AMERICAN ELECTRIC POWER COMPANY, INC. 
2 Broadway 
New York, New York 10004 


(70-4538) 


NOTICE OF PROPOSED EXTENSION OF TIME FOR 
OPEN-ACCOUNT ADVANCE BY HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that American Electric 
Power Company, Inc. (“AEP”), a registered holding 
company, and its public-utility subsidiary company, 
Michigan Power Company (“MPC”), have filed with this 
Commission a post-effective amendment to their 
declaration, as previously amended, in this proceeding 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Section 12(b) of the Act and 
Rule 45 promulgated thereunder as applicable to the 
following proposed transaction. All interested persons 
are referred to the declaration, as now amended, which 
is summarized below, for a complete statement of the 
proposed transaction. 


By orders dated October 10, 1967, May 2, 1968, May 26, 
1969, December 16, 1969, October 28, 1970, December 
21, 1971, March 23, 1972, November 29, 1972, 
December 27, 1973, December 4, 1974, December 
16, 1975, December 23, 1976, and December 31, 1977, 
(HCAR Nos. 15872, 16051, 16383, 16559, 16880, 17405, 
17508, 17783, 18232, 18686, 19297, 19820, and 20281), 
this Commission, among other things, authorized AEP 
to make open-account advances to MPC up to 
$12,000,000 outstanding at any one time. Such 
advances are to be repaid on or before December 31, 
1978. 


Declarants now request authorization for an extension 
of time through December 31, 1979, to make the afore- 
said open-account advances and to repay such 
advances. 


The proceeds from the open-account advances are 
required by MPC in connection with its construction 
program, which for the year 1979 is expected to amount 
to approximately $6,000,000, and to pay bank loans the 
proceeds of wiich were used in connection with past 
expenditures in connection with MPC’s construction 
program. Declarants state that the open-account 
advances will be repaid with a portion of the proceeds 
to be realized by MPC in connection with the 
divestment by MPC of its gas assets. 


Any fees or expenses to be incurred in connection with 


the proposed transaction will be supplied by 
amendment. It is stated that no state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 7, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said 
post-effective amendment to the declaration which he 
desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secre- 
tary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request should 
be served personally or by mail upon the declarants 
at the above-stated address and proof of service 
(by affidavit or, in case of an attorney-at-law, by 
certificate) should be filed with the request. At any 
time after said date, the declaration, as further 
amended by said post-effective amendment or as it 
may be further amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rule 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20774/November 14, 1978 


In the Matter of 


OHIO VALLEY ELECTRIC CORPORATION 
Piketon, Ohio 


(70-6193) 


ORDER RELEASING JURISDICTION OVER FEES AND 
EXPENSES 


Ohio Valley Electric Corporation (“OVEC”), an electric 
utility subsidiary of Allegheny Power System, Inc., 
American Electric Power Company, Inc., and Ohio 
Edison Company, all registered holding companies, 
has filed with this Commission a post-effective amend- 
ment to its application-declaration previously filed and 
amended in this matter pursuant to Sections 9(a), 10 
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and 12(d) of the Public Utility Holding Company Act of 
1935 (“Act”) and Rule 44 promulgated thereunder 
concerning the following matter. 


By order dated October 17, 1978, (HCAR No. 20732), 
OVEC was authorized to enter into transactions 
concerning the financing of up to $75,000,000 of pollu- 
tion control facilities. Jurisdiction was reserved with 
respect to the fees and expenses to be paid by OVEC in 
connection with the proposed transactions. 


By post-effective amendment it is stated the fees and 
expenses to be incurred by OVEC in connection with 
the proposed transactions are estimated at $55,000, 
including legal fees of $30,000. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended by said post-effective amendment, be 
granted and permitted to become effective and that the 
jurisdiction heretofore reserved be released: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby it, granted and permitted to 
become effective under the Act, and that the 
reservation of jurisdiction with respect to fees and 
expenses previously ordered be, and it hereby is, 
released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20775/November 14, 1978 


In the Matter of 


INDIANA-KENTUCKY ELECTRIC CORPORATION 
Madison, Indiana 


(70-5881) 


ORDER RELEASING JURISDICTION OVER FEES AND 
EXPENSES 
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Indiana-Kentucky Electric Corporation (“IKEC”), an 
indirect electric utility subsidiary of Allegheny Power 
System, Inc., American Electric Power Company, Inc., 
and Ohio Edison Company, all registered holding 
companies, has filed with this Commission a post- 
effective amendment to its application-declaration pre- 
viously filed and amended in this matter pursuant to 
Sections 9(a), 10 and 12(d) of the Public Utility Holding 
Company Act of 1935 (‘‘Act”) and Rule 44(b)(3) promul- 
gated thereunder regarding the following matter. 


By orders dated March 10, 1977 (HCAR No. 19929), and 
May 8, 1978 (HCAR No. 20537), IKEC was authorized to 
enter into transactions concerning the financing of 
$50,000,000 and $60,000,000, respectively, of pollution 
control facilities. In both orders jurisdiction was 
reserved with respect to the fees and expenses to be 
paid by IKEC in connection with the proposed trans- 
actions. 


By post-effective amendment it is stated that the fees 
and expenses to be incurred by IKEC in connection 
with the proposed transactions are $135,630.63, 
including printing expenses of $12,053, attorneys’ fees 
of $90,000. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 


findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended by said post-effective amendment, be 
granted and permitted to become effective and that the 
jurisdiction heretofore reserved be released: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act, and that the reservations of jurisdiction 
previously ordered be, and they hereby are, released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20776/November 14, 1978 


In the Matter of 





GEORGIA POWER COMPANY 
Atlanta, Georgia 


(70-6211) 


ORDER AUTHORIZING TRANSACTIONS RELATED TO 
FINANCING OF POLLUTION CONTROL FACILITIES 
AND EXCEPTION FROM COMPETITIVE BIDDING 


Georgia Power Company (“Georgia”), an electric utility 
subsidiary company of The Southern Company, a 
registered holding company, has filed an application 
and amendments thereto with this Commission 
pursuant to Section 6(b) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 50(a)(5) promul- 
gated thereunder regarding the following proposed 
transactions. 


Georgia states that in order to comply with prescribed 
environmental standards of the State of Georgia with 
respect to air and water quality, it has been and will be 
necessary for the company to construct certain pollu- 
tion control facilities solely for this purpose. The 
present application relates to Georgia’s proposal for its 
financing of the poliution control facilities for use in 
connection with its Bowen and Branch steam plants 
located, respectively, in Bartow and Putnam Counties, 
as hereinafter described. Each transaction will be 
substantially similar. It is intended that a Development 
Authority of each such county (“Authority”) will issue 
its pollution control revenue bonds (“Revenue Bonds”) 
for the purpose of making loans to Georgia to pay the 
costs of the acquisition, construction, installation, and 
equipping of the pollution control facilities at the plant 
located in its county referred to above (“Project”). The 
Authorities are authorized by the Development 
Authorities Laws of the State of Georgia (“Statute”) to 
issue their respective Revenue Bonds for such 
purpose. While the actual amount of Revenue Bonds to 
be issued by each Authority has not yet been deter- 
mined, such amount will be based upon the cost of the 
Project located in its county. It is presently estimated 
that the aggregate principal amount of Revenue Bonds 
to be issued by both Authorities will not exceed 
$80,000,000. 


Georgia proposes to enter into a separate Loan Agree- 
ment with each Authority (“Agreement”). Under each 
Agreement, the Authority will loan to Georgia the 
proceeds of the sale of the Authority’s Revenue Bonds, 
and Georgia will issue. a non-negotiable promissory 
note therefor (‘‘Note’’). Such proceeds will be 
deposited with a Trustee (‘‘Trustee’’) under an 
indenture to be entered into between the Authority and 
such Trustee (“Trust Indenture”), pursuant to which 
such Revenue Bonds are to be issued and secured, and 
will be applied by Georgia to payment of the Cost of 
Construction (as defined in the Agreement) of the 
related Project. Each note will provide for payments 


thereon to be made at times and in amounts which 
shall correspond to the payments with respect to the 
principal of, premium, if any, and interest on the 
Revenue Bonds whenever and in whatever manner the 
same shall become due, whether at stated maturity, 
upon redemption or declaration, or otherwise. 


Each Agreement will provide for the assignment to the 
Trustee of the Authority’s interest in, and of the 
moneys receivable by the Authority under, the 
Agreement and the Note. Each Agreement will also 
obligate Georgia to pay the fees and charges of the 
Trustee and will provide that Georgia may at any time, 
so long as it is not in default thereunder, prepay the 
amount due under the Note, including interest thereon, 
in whole or in part, such payment to be sufficient to 
redeem or purchase the outstanding Revenue Bonds in 
the manner and to the extent provided in the Trust 
indenture. 


Each Trust Indenture will provide that the Revenue 
Bonds issued thereunder will be redeemable (i) at any 
time on or after 10 years from the date of issuance, in 
whole or in part, at the option of Georgia, initially with 
a premium of 3% of the principal amount and declining 
by 1/2 of 1% annually thereafter, and (ii) in whole, at 
the option of Georgia, in certain other cases of undue 
burdens or excessive liabilities imposed with respect 
to the related Project, its destruction or damage 
beyond practicable or desirable repairability, or con- 
demnation or taking by eminent domain, or if operation 
of the related plant is enjoined and Georgia determines 
to discontinue operation thereof, such redemption of 
all such outstanding Revenue Bonds to be at the 
principal amount plus accrued interest, but without 
premium. It is intended that the Revenue Bonds will 
mature thirty years from the first day of the month in 
which they are initially issued and that such Revenue 
Bonds will be entitled to the benefit of mandatory 
redemption sinking funds calculated to retire not less 
than 25% of the aggregate principal amount of the 
issue prior to maturity. 


in order to obtain the benefit of ratings for the Revenue 
Bonds equivalent to the rating enjoyed by the first 
mortgage bonds outstanding under its Indenture dated 
as of March 1, 1941, between Georgia and Chemical 
Bank, as Trustee (“Indenture Trustee”), as supple- 
mented and amended (“Mortgage”), which ratings 
Georgia has been advised may be thus attained, 
Georgia proposes to secure its obligations under each 
Note by delivering to the Trustee, to be held as 
collateral, a series of its first mortgage bonds 
(“Collateral Bonds”) in principal amount equal to the 
principal amount of the Revenue Bonds. Each series of 
Collateral Bonds will be issued under an indenture 
supplemental to the Mortgage (“Supplemental 
Indenture”) to be dated as of the first day of the month 
in which the Collateral Bonds are to be issued and 
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delivered, will bear interest at a rate equal to the 
interest rate to be borne by the related Revenue Bonds, 
will mature on the maturity date of such Bonds, and 
will be nontransferable by the Trustee. 


The Supplemental Indenture will provide, however, that 
the obligation of Georgia to make payment with 
respect to the Collateral Bonds will be satisfied to the 
extent that payments are made under the Note 
sufficient to meet payments when due in respect of the 
related Revenue Bonds. The Supplemental Indenture 
will provide that, upon acceleration by the Trustee of 
the principal amount of all related outstanding 
Revenue Bonds under the Trust Indenture, the Trustee 
may demand the mandatory redemption of the 
Collateral Bonds then held by it as collateral at a re- 
demption price equal to the principal amount thereof 
plus accrued interest, if any, to the date fixed for re- 
demption. The Supplemental Indenture will also pro- 
vide that, upon the optional redemption of the Revenue 
Bonds, in whole or in part, at any time after they have 
been outstanding for ten years, an equal principal 
amount of the Collateral Bonds will be redeemed at an 
initial premium of 3% declining by 1/2% every year. It 
is stated that because interest accrues in respect of the 
Collateral Bonds until satisfied by payments under the 
Note, “annual interest charges” in respect of the 
Collateral Bonds will be included in computing the 
“interest earnings requirement” of the Mortgage which 
restrict the amount of first mortgage bonds which may 
be issued and sold to the public in relation to Georgia’s 
net earnings. The Collateral Bonds will be issued on 
the basis of unfunded net property additions and upon 
the basis of the retirement of bonds previously out- 
standing under the Mortgage. The Trust Indenture will 
further provide that, upon deposit with the Trustee of 
funds sufficient to pay or redeem all or any part of the 
related Revenue Bonds, or upon direction to the 
Trustee by Georgia to so apply funds available therefor, 
or upon delivery of such outstanding Revenue Bonds to 
the Trustee by or for the account of Georgia, the 
Trustee will be obligated to deliver to Georgia, or for 
the account of Georgia, the Collateral Bonds then held 
as collateral in an aggregate principal amount equal to 
the aggregate principal amount of such Revenue Bonds 
for the payment or redemption of which such funds 
have been deposited or applied or which shall have 
been so delivered. 


It is contemplated that the Revenue Bonds will be sold 
by the Authorities pursuant to arrangements with one 
or more underwriters. In accordance with the laws of 
the State of Georgia, the interest rate to be borne by 
the Revenue Bonds will be fixed by the Boards of 
Directors of the Authorities. While Georgia will not be 
party to the underwriting arrangements for the Revenue 
Bonds, such arrangements will provide that the terms 
of the Revenue Bonds and their sale by the Authorities 
shall be satisfactory to Georgia. Bond counsel will 
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issue an opinion that interest on the Revenue Bonds 
will be exempt from federal income taxation. Georgia 
has been advised that the interest rates on obligations, 
interest on which is so tax exempt, historically have 
been, and can be expected at the time of issue of the 
Revenue Bonds to be, 1-1/2% to 2-1/2% lower than 
the rates on obligations of like tenor and comparable 
quality, interest. on which is fully subject to federal 
income taxation. 


The fees, commissions, and expenses to be paid or 
incurred, directly or indirectly, in connection with the 
proposed issuance of the Notes and Collateral Bonds 
(as distinguished from and excluding fees, commis- 
sions, and expenses incurred or to be incurred in 
connection with the sale of the Revenue Bonds by the 
Authorities payable out of the proceeds of such sales 
and in connection with the determination of the tax 
status of the Revenue Bonds) are estimated at 
$112,500, including legal fees of $54,500, accountants’ 
fee of $14,000, and charges, at cost, of the system 
service company of $7,000. The issuance of the 
Collateral Bonds, the borrowings under the 
Agreements, and the issuance of the Notes in respect 
thereof have been expressly authorized by the Georgia 
Public Service Commission. No other state commis- 
sion and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. Georgia has requested an exception from 
competitive bidding, stating that it is inappropriate 
under the circumstances inasmuch as the Notes and 
Collateral Bonds are to be issued and pledged solely to 
evidence and secure Georgia’s obligations to the 
Authorities and no public offering by Georgia of the 
Notes and Collateral Bonds is to be made. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20731), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted, effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the loan payment 
Obligations to be undertaken by Georgia pursuant to 
the proposed Loan Agreements with the Authorities, 
insofar as such payments are affected by the effective 
interest rate or rates of the pollution control revenue 





bonds to be sold by the Authorities in connection with 
the transactions proposed in this proceeding. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20777/November 15, 1978 


In the Matter of 


SYSTEM FUELS, INC. 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


MISSISSIPPI POWER & LIGHT COMPANY 
Jackson, Mississippi 


NEW ORLEANS PUBLIC SERVICE INC. 
New Orleans, Louisana 


(70-6055) 


SUPPLEMENTAL ORDER AUTHORIZING FINANCING 
ARRANGEMENTS RELATED TO THE PURCHASE OF 
FUEL BY A NONUTILITY SUBSIDIARY FOR USE BY 
THE OPERATING COMPANIES 


Arkansas Power & Light Company (“Arkansas”), 
Louisiana Power & Light Company (“Louisiana”), 
Mississippi Power & Light Company (“Mississippi”), 
and New Orleans Public Service Inc. (“NOPSI”) 
(collectively referred to the “Operating Companies”), 
all public utility subsidiary companies of Middle South 
Utilities, Inc. (“Middle South”), a registered holding 
company, and System Fuels, Inc. (“SFI”), a jointly 
owned nonutility subsidiary company of the Operating 
companies, have filed post-effective amendments to 
their declaration in this proceeding. pursuant to 
Sections 6(a), 7, and 12(b) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rules 45 and 50 
promulgated thereunder regarding the following 
proposed transactions. 


By order dated December 30, 1976, the Commission 
approved an extension of the period through December 
31, 1977, during which SFI is authorized to make 
borrowings from the Operating Companies, parent 
companies of SFI, to finance its fuel supply business. 
(HCAR No. 19835). In that proceeding, SFI committed 
itself to endeavor to obtain funds from external sources 
under arrangements advantageous to SFI and the 
Middle South Utilities System, in lieu of borrowings 
from the operating Companies, to meet SFI’s 
expenditure requirements. 


By order dated November 7, 1977, the Commission 
authorized SFI to make borrowings, through the sale of 
bankers’ acceptances under an Acceptance Facility 
Line of Credit Agreement (“Acceptance Agreement”) 
with Citibank, N.A., New York, New York (“Bank”), to 
finance a portion of its requisite inventory of fuel oil 
through 1978. Pursuant to the Acceptance Agreement, 
SFI may borrow and reborrow through November 18, 
1978, up to a maximum aggregate amount not to 
exceed at any one time outstanding the lesser of 
$25,000,000 or an amount equal to 50 percent of the fair 
market value of SFI’s fuel oil inventory then in storage 
at specified locations (“Acceptance Base”). As of 
September 30, 1978, SFI’s borrowings from the Bank 
under the Acceptance Agreement aggregated 
$25,000,000. 


To assure the availability to the Operating Companies 
and to Arkansas-Missouri Power Company, the other 
operating subsidiary of Middle South, of an adequate 
supply of fuel oil through 1979, SFI presently estimates 
that it will be necessary to maintain an inventory 
varying between 5,900,000 and 7,600,000 bbis., valued 
at as much as $83,700,000. Such requirements will vary 
because of seasonal factors, availability of natural gas 
and other changes in conditions. To finance a portion 
of its requisite inventory of fuel oil through 1979, SFI 
proposes to enter into an amendment of the 
Acceptance Agreement (“Amendment Agreement”) 
which will provide for a one-year extension, through 
November 18, 1979, of the period during which SFI may 
effect borrowings and reborrowings from the Bank 
thereunder. 


The Amendment Agreement will provide for a 
modification of the provisions in the Acceptance 
Agreement relating to the rate at which the Bank will 
discount any Draft presented to it by SFI for 
acceptance so that the Bank will pay to SFI in im- 
mediately available funds on the date of such ac- 
ceptance an amount equal to the face amount of such 
Draft less a discount equal to (a) the prevailing bid rate 
in effect in the bankers’ acceptance market on the date 
of acceptance of such Draft for acceptances by the 
Bank of commercial drafts or bills ineligible for dis- 
count with Federal Reserve Banks and having the same 
maturity as such Draft, multiplied by (b) the face 
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amount of such Draft; provided that if during the 
extended term of the Acceptance Agreement the Drafts 
to be accepted by the Bank thereunder are at any time 
deemed to be eligible for discount with Federal 
Reserve Banks, the discount rate will accordingly be 
p”emised upon that applicable to eligible acceptances. 


A recent change in the regulations adopted under the 
Federal Reserve Act has mandated an increase in the 
amount of reserves required to be maintained by the 
Bank with respect to obligations arising from the 
creation of bankers’ acceptances which are ineligible 
for discount with Federal Reserve Banks. As a result of 
this change, the Amendment Agreement will also 
provide for a modification of the provisions in the 
Acceptance Agreement relating to the acceptance 
charge payable by SFI to the Bank with respect to 
Drafts accepted and discounted by the Bank so that 
SFI will pay to the Bank on the date of acceptance of 
any Draft an acceptance charge of 1.60% per annum of 
the face amount of such Draft for the period thereof 
instead of the acceptance charge of 1.40 percent per 
annum originally anticipated. The acceptance charge 
specified in the Amendment Agreement may be 
adjusted (1), subject to any necessary approvals of the 
Commission under the Act, to reflect a change in the 
regulations adopted under the Federal Reserve Act 
mandating a change in the amount of reserves required 
to be maintained by the Bank with respect to obliga- 
tions arising from the creation of bankers’ acceptances 
which are ineligible for discount with Federal Reserve 
Banks, any such adjustment to be in such amount as 
SFI and the Bank shall thereafter agree upon, and (2) 
automatically from 1.60 to 1 percent per annum with 
respect to Drafts accepted and discounted by the Bank 
which are deemed eligible for discount with Federal 
Reserve Banks. Based upon the prevailing bid rate of 
11.04 percent in effect as of November 10, 1978, for 90- 
day commercial drafts or bills ineligible for discount 
with Federal Reserve Banks, and after giving effect to 
the Acceptance Charge of 1.60 percent per annum 
payable as to Drafts of SFl accepted and discounted by 
the Bank, SFI estimates that its cost of money in 
respect of the proposed borrowings under the 
Acceptance Agreement, as amended by the Amend- 
ment Agreement, would be 12.95 percent per annum. 


In all other respects the proposed transactions remain 
the same. 


No fees and expenses are expected to be incurred in 
connection with the transactions proposed herein 
except legal fees, including the fees of counsel for the 
Bank, which SFI has agreed to pay, estimated not to 
exceed $10,000. It is stated that no state commission 
and no federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transactions. 


Due notice of the filing of said post-effective amend- 
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ments has been given in the manner prescribed in Rule 
23 promulgated under the Act (HCAR No. 20736), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as 
amended by said post-effective amendments, be per- 
mitted to become effective: 


IT |S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended by said post-effective amendments, be, 
and it hereby is, permitted to become effective forth- 
with, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release no. 20778/November 15, 1978 

In the Matter of 

THE COLUMBIA GAS SYSTEM, INC. 


20 Montchanin Road 
Wilmington, Delaware 19807 


COLUMBIA GAS OF WEST VIRGINIA, INC. 
COLUMBIA GAS OF KENTUCKY, INC. 
COLUMBIA GAS OF VIRGINIA, INC. 
COLUMBIA GAS OF PENNSYLVANIA, INC. 
COLUMBIA GAS OF NEW YORK, INC. 


COLUMBIA GAS OF MARYLAND, INC. 


COLUMBIA GAS OF OHIO, INC. 


99 North Front Street 
Columbus, Ohio 43215 





COLUMBIA GAS TRANSMISSION CORPORATION 
1700 MacCorkle Avenue, S.E. 
Charleston, West Virginia 25314 


COLUMBIA GULF TRANSMISSION COMPANY 
3805 West Alabama Avenue 
Houston, Texas 77027 


COLUMBIA HYDROCARBON CORPORATION 
COLUMBIA COAL GASIFICATION CORPORATION 


THE INLAND GAS COMPANY, INC. 
340 — 17th Street 
Ashland, Kentucky 41101 


COLUMBIA GAS DEVELOPMENT CORPORATION 
COLUMBIA LNG CORPORATION 


COLUMBIA GAS DEVELOPMENT OF CANADA LTD. 
20 Montchanin Road 
Wilmington, Delaware 19807 


(70-61 42) 


NOTICE OF POST-EFFECTIVE AMENDMENT RELAT- 
ING TO INTRASYSTEM FINANCING 


NOTICE IS HEREBY GIVEN that the Columbia Gas 
System, Inc. (“Columbia”), a registered holding 
company, and its subsidiary companies named above, 
have filed a post-effective amendment to their 
application-declaration in this proceeding pursuant to 
Sections 6(b), 9, 10, 12(b) and 12(f) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rules 43, 45 
and 50(a)(3) promulgated thereunder as applicable to 
the following proposed transactions. All interested 
persons are referred to the amended application- 
declaration, which is summarized below, for a 
complete statement of the proposed transaction. 


By order dated April 28, 1978 (HCAR No. 20523) in this 
proceeding, the Commission, among other things, 
authorized Columbia to advance on open account to 
certain subsidiaries, and have outstanding from time to 
time, up to an aggregate amount of $260,700,000 to 
finance the purchase by such subsidiaries of 
underground storage gas inventories, miscellaneous 
other inventories and for short-term seasonal 
purposes. The advances authorized for Columbia Gas 
of West Virginia, Inc. (“Columbia of West Virginia”), 
were limited to $24,000,000, its then estimated 
short-term financing requirements. 


The open account advances initially bear interest at the 
rate in effect from time to time at the agent bank for 
Columbia’s short-term loan line of credit. Interest 
charges to the subsidiaries subsequently will be 


adjusted, after the storage financing period, to. the 
effective cost of money Columbia achieves on its 
short-term borrowing for this purpose. Substantially all 
of such advances are expected to be taken down by 
December 31, 1978, however, a portion may be taken 
down during the period January 1, 1979, through May 
31, 1979. The funds would be advanced, repaid and 
reborrowed, as required from time to time for periods 
not exceeding one year from the date of each advance. 
All such advances are to be repaid on or before May 31, 
1979. 


Applicants-declarants now seek to increase the 
authorization for the proposed advances to Columbia 
of West Virginia to an aggregate principal amount of 
$31,000,000. It is stated that the $7,000,000 increase is 
required to provide Columbia of West Virginia with 
sufficient funds to finance gas purchases and other 
normal short-term seasonal requirements. It is further 
stated that the proposed increase in short-term 
financings has been necessitated by an unanticipated 
reduction in cash flow resulting from the denial by the 
State of West Virginia Public Services Commission 
(“West Virginia Commission”) in its order dated June 
30, 1978 in Case No. 9407 of Columbia of West Virginia’s 
request to fully recover gas costs until completion of 
further hearings. In its final order in that proceeding 
dated October 5, 1978, the West Virginia Commission 
authorized the recovery of substantially all the increase 
in purchased gas costs. Since these costs are not 
recoverable immediately, but will be recovered through 
an actual cost adjustment provision over the next 
twelve months, the company is experiencing a current 
reduction in cash flow. In all other respects, the 
proposed transactions remain the same. 


It is stated that the West Virginia Commission has 
jurisdiction over the proposed transactions. It is further 
stated that no other state commission and no Federal 
commission, other than this commission, has juris- 
diction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 11, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said 
post-effective amendment which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicants-declarants at the above- 
stated addresses, and proof of service (by affidavit or, 
in case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as amended or as it may be 
amended, may be granted and permitted to become 
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effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Person who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20779/November 15, 1978 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
260 Cherry Hill road 
Parsippany, New Jersey 07054 


(70-6227) 


NOTICE OF HOLDING COMPANY’S PROPOSED 
CAPITAL CONTRIBUTIONS TO SUBSIDIARIES 


NOTICE IS HEREBY GIVEN that General Public 
Utilities Corporation (“GPU”) a registered holding 
company, has filed with this Commission a declaration 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Section 12(b) of the Act and 
Rule 45 promulgated thereunder as applicable to the 
proposed transactions. All interested persons are 
referred to the declaration, which is summarized 
below, for a complete statement of the proposed 
transactions. 


GPU requests authorization to make cash capital 
contributions from time to time commencing from the 
date of the order permitting this declaration to become 
effective through December 31, 1979, to two of its 
three major electric utility subsidiaries, Jersey Central 
Power and Electric Light Company (“Jersey Central”) 
and Pennsylvania Electric Company (“Penelec”), of 
amounts aggregating up to $90,000,000. GPU does not 
expect that it will be necessary to make cash capital 
contributions to its other major electric utility 
subsidiary, Metropolitan Edigon Company (“Met-Ed”) 
during the year. 
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GPU requests permission to allocate the respective 
amounts of the proposed contributions (within the 
$90,000,000 aggregate amount) between Jersey Central 
and Penelec as to best match their needs as such 
needs develop during 1979. Those needs will be 
affected by the earnings and internal cash generation, 
rate and timing of expenditures for construction, and 
restrictions on the issuance of debt, preferred stock 
and short term debt with respect to each subsidiary. 


It is stated that the cash capital contributions will be 
credited by Jersey Central and Penelec to their 
respective capital accounts and the funds used for the 
purpose of financing their respective businesses, 
including the payment of construction expenditures, 
which are estimated for 1979 at $305,000,000 for Jersey 
Central and $115,000,000 for Penelec. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$6,000, including legal fees of $3,500. It is stated that 
no state commission and no federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 8, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and issues of fact or law raised by said declaration 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it 
may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20780/November 16, 1978 


In the Matter of 


LOUISIANA POWER AND LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


(70-6225) 


NOTICE OF PROPOSED EXTENSION OF ISSUANCE 
AND SALE OF NOTES TO BANKS AND TO DEALER IN 
COMMERCIAL PAPER AND EXCEPTION FROM 
COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Louisiana Power and 
Light Company (“Louisiana”), a public-utility sub- 
sidiary company of Middle South Utilities, Inc. 
(“Middle South”), a registered holding company, has 
filed an application and an amendment thereto with 
this commission pursuant to Sections 6(a) and 7 of the 
Public Utility Holding Company Act of 1935 (“Act”) and 
Rules 23, 50(a)(2), and 50(a)(5) promulgated 
thereunder regarding the following proposed trans- 
actions. All interested persons are referred to the 
application, as amended, for a complete statement of 
the proposed transactions. 


Louisiana presently has in effect a program covering its 
interim financing requirements (bank borrowings and 
sales of commercial paper) through December 31, 


1978, as authorized by the Commission (HCAR No. 
19825). To cover its interim financing requirements 
through June 30, 1980, Louisiana proposes, from time 
to time, to borrow from, pay, prepay and/or reborrow 
from one or more commercial banks and to issue and 
sell commercial paper to a dealer or broker in such 
securities in an aggregate principal amount not 
exceeding $120,000,000 outstanding at any one time. 
The proposed commercial bank loans would be 
evidenced by unsecured promissory notes of 
Louisiana, each to the order of the lending bank, 
maturing not later than June 30, 1980, and generally 
bearing interest at the prime rate in effect from time to 
time at certain New York banks. Such notes would be 
subject to prepayment in whole at any time or in part 
from time to time without penalty or premium. Set 
forth below are the respective maximum amounts 
which the banks participating in the bank loans have 
committed themselves to lend during the period 
through June 30, 1980: 


Maximum 
Bank Amount 
The Chase Manhattan Bank (National 
Association) New York, NY 
Irving Trust Company, New York, NY 
Manufacturers Hanover Trust Company, 
New York, NY 


$54,000,000 
12,000,000 


9,000,000 


Whitney National Bank of New Orleans 
New Orleans, LA 

First National Bank of Louisville, 
Louisville, KY 

First National Bank of Commerce, 
New Orleans, LA 

Bank of Virginia, Richmond, VA 

Hibernia National Bank, New Orleans, LA 

Security Pacific National Bank, 
Los Angeles, CA 

National American Bank of New Orleans, 
New Orleans, LA 

The National Bank of Commerce in Jefferson 
Parish, New Orleans, LA 

First State Bank & Trust Company, 
Bogalusa, LA 

The Bank of New Orleans and Trust 
Company, New Orleans, LA 

Central Bank, Monroe, LA 

First National Bank of Jefferson 
Parish, Gretna, LA 

First National Bank of West Monore 
West Monroe, LA 

Assumption Bank & Trust Company 
Napoleonville, LA 

Bastrop National Bank, Bastrop, LA 

American Bank & Trust Company in Monroe 
Monroe, LA 

Bank of Louisiana in New Orleans 
New Orleans, LA 

Guaranty Bank & Trust Company, 
Gretna, LA 

Metairie Bank & Trust Co., Metairie, LA 

Terrebonne Bank & Trust Company, 
Houma, LA 

Ouachita National Bank, Monroe, LA 

Bank of the South, Gretna, LA 

First Guaranty Bank, Hammond, LA 

Franklin State Bank & Trust Company, 

Winnsboro, LA 

Winnsboro State Bank & Trust Co., 
Winnsboro, LA 

Bank of Morehouse, Bastrop, LA 

Citizens Bank & Trust Company, 
Thibodaux, LA 


8,000,000 
8,000,000 
6,000,000 
5,000,000 
5,000,000 
5,000,000 
2,800,000 

750,000 

640,000 


500,000 
500,000 


400,000 
400,000 


240,000 
200,000 


100,000 
100,000 


100,000 
100,000 


100,000 
100,000 
100,000 

75,000 


50,000 


50,000 
25,000 


20,000 


$119,350,000 


Louisiana maintains accounts with the lending banks 
and, at September 30, 1978, balances in such accounts 
aggregated $2,543,432. Although the balances in some 
of these accounts may be deemed to be compensating 
balances, most of these bank accounts are working 
accounts and fluctuations in their balances do not 
reflect or depend upon fluctuations in the amount of 
bank loans outstanding. The minimum balances 
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customarily maintained in such bank accounts 
aggregate $1,291,000. Louisiana believes that these 
balances are adequate as of this time. If minimum 
balances of 10% or 20% were required, the effective 
rate of interest would be, 12.22% and 13.75% 
respectively, using the present prime rate of 11%. 


The commercial paper will be sold by Louisiana 
directly to Lehman Commercial paper Incorporated 
(“Lehman”) in denominations of not less than $50,000 
or more than $1,000,000 at a discount which will not 
exceed the discount rate per annum prevailing at the 
respective dates of issuance for the particular 
maturities involved for sales of prime commercial 
paper of comparable quality by public utility issuers to 
commercial paper dealers. The maximum amount of 
commercial paper purchased and outstanding at any 
one time will not exceed $75,000,000. The proposed 
commercial paper of Louisiana would be in the form of 
unsecured bearer notes maturing not longer than nine 
months after their respective dates of issuance. No 
other costs, fees, commissions or additional charges 
will be payable by Louisiana to Lehman in connection 
with the issuance and sale of such commercial paper. 
The commercial paper will not be prepayable prior to 
maturity. As principal, Lehman will initially reoffer the 
commercial paper at a discount rate no greater than 
1/8th of 1% per annum less than the discount rate to 
Louisiana, to corporations and institutional investors 
from a list of not more than 200 such proposed 
offerees. 


Louisiana will not issue any of its commercial paper 
notes having a maturity of more than 90 days at an 
effective interest cost which exceeds the effective 
interest cost at which Louisiana could borrow from 
banks, and, in general, the nature of the borrowing or 
borrowings made at any particular time would be 
determined on the basis of market conditions with a 
view toward obtaining borrowed funds at the lowest 
possible cost. 


The net proceeds of the borrowings herein proposed 
will be used, together with other funds available to 
Louisiana, for the construction of new facilities, for 
additions and improvements to present facilities, and 
for other corporate purposes. Louisiana’s construction 
program contemplates expenditures of approximately 
$257 ,500,000 in 1978, $269,000,000 in 1979, and 
$289,000,000 in 1980. 


Louisiana expects to effect permanent financing also 
during the period through June 30, 1980, and may use 
part of all of the proceeds of such permanent financing 
to pay or prepay commercial bank loans or to pay 
commercial paper. Louisiana states that it is essential 
to its interim financing program and therefore proposes, 
that such use of the proceeds of permanent financing 
shall not reduce the aggregate principal amount of 
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commercial paper and/or commercial bank loans 
which Louisiana herein seeks authorization to have 
outstanding at any one time during said period through 
June 30, 1980. Louisiana expects to retire all of the 
then outstanding borrowings covered by this 
application on or before June 30, 1980, from the 
proceeds of the sale of securities. 


Louisiana requests exception from the competitive 
bidding requirements of Rule 50 for the proposed issue 
and sale of its commerical paper pursuant to para- 
graphs (a)(2) or (a)(5) thereof. It is stated that it is not 
necessary or appropriate in the public interest or for 
the protection of investors or consumers to invite 
competitive bids for the commerical paper because 
such paper will have a maturity not in excess of nine 
months, and because current rates for commercial 
paper for such prime borrowers as Louisiana are 
published daily in financial publications. 


Louisiana also requests authority to file certificates 
under Rule 24 with respect to the issue and sale of 
commercial paper on a quarterly basis. 


No associate company or affiliate of Louisiana or 
affiliate of any such associate company has any 
material interest, direct or indirect in the transactions 
proposed. 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. The fees, commissions, and 
expenses to be incurred in connection with these 
transactions are estimated at $4,000 including legal 
fees not to exceed $2,000. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 13, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the applicant at the above-stated address, and proof of 
service (by affidavit or, in the case of an attorney at 
law, by certificate) should be filed with the request. At 
any time after said date, the application, as amended 
or as it may be further amended, may be granted and 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders 





issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10477/November 13, 1978 


in the Matter of 


ADAMS FIDUCIARY BOND FUND 
55 Court Street 
Boston, Massachusetts 02108 


(812-4256) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 2(a)(19) OF 
THE ACT 


Adams Fiduciary Bond Fund (the ‘Fund’’), an 
open-end diversified investment company registered 
under the Investment Company Act of 1940 (the “Act”), 
filed an application on January 12, 1978, and an 
amendment thereto on October 2, 1978, pursuant to 
Section 6(c) of the Act for an order declaring that Miss 
Dorothy A. Brown shall not be deemed an “interested 
person” of the Fund or its investment adviser within 
the meaning of Section 2(a)(19) of the Act by reason of 
her position with the Boston Safe Deposit and Trust 
Company. 


On October 13, 1978, the Commission issued a notice 
(Investment Company Act Release No. 10436) of the 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing and stated 
that an order disposing of the application would be 
issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and 
the Commission has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate in the public 
interest and consistent with the protection of investors 


and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 2(a)(19) of the Act be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10478/November 13, 1978 


In the Matter of 


MARYLAND TAX EXEMPT TRUST 
SERIES 1 (AND SUBSEQUENT SERIES) 


and 


LEGG MASON WOOD WALKER INC. 
7 East Redwood Street 
Baltimore, Maryland 21203 


(812-4386) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 6(c) OF THE ACT GRANTING 
EXEMPTIONS FROM THE PROVISIONS OF SECTION 
14(a) OF THE ACT AND FROM RULE 19b-1 UNDER 
THE ACT. 


NOTICE IS HEREBY GIVEN that Maryland Tax Exempt 
Trust, Series 1 (and Subsequent Series) (“Trust”), a 
unit investment trust registered under the Investment 
Company Act of 1940 (“Act”) and its Sponsor, Legg 
Mason Wood Walker Inc. (“Sponsor”) (hereinafter the 
Sponsor and the Trust are referred to collectively as 
“Applicants”), have filed an application on October 30, 
1978, for an order of the Commission pursuant to 
Section 6(c) of the Act exempting the Applicants from 
the provisions of Section 14(a) of the Act, and Rule 
19b-1 under the Act. All interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Series 1 of the Trust is a unit investment trust, and is 
the first of a series of similar but separate trusts which 
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the Sponsor intends to form (hereinafter all such 
suosequent Series are collectively referred to as the 
“Series”). The Series will be created under the laws of 
the state of New York pursuant to separate trust agree- 
ments, such agreements containing certain standard 
terms and conditions of trust common to all the Series. 
The Applicants represent that the investment objective 
of each Series will be to seek both the preservation of 
capital and income which is tax-exempt from both 
federal income taxes and Maryland personal income 
taxes through the investment in a portfolio of tax-free 
municipal bonds issued by issuers located in the state 
of Maryland (‘‘Bonds”’) and, subject to certain 
limitations, Units of previously-issued Series of the 
Trust (the Bonds and previously-issued Units are 
collectively called herein the “Trust Securities”). The 
Trust Securities which will constitute the portfolio of 
each Series will be selected in advance and will be 
identifiable in respect of each Series on the date of 
deposit with the Trustee. 


The Sponsor has filed a Form S-6 Registration 
Statement under the Securities Act of 1933 (“1933 Act”) 
covering fractional undivided interests in Series 1 to be 
offered to investors at a public offering price set forth 
in the prospectus included in the S-6 Registration 
Statement. The 1933 Act Registration Statement has 
not yet become effective. The Sponsor has also filed a 
Form N-8A Notification of Registration and a Form 
N-8B-2 Registration Statement under the Act relating 
to Series 1. 


Each Series of the Trust will be governed by the 
provisions of a trust indenture and agreement 
(“Indenture”) to be entered into by the Sponsor and a 
corporation organized and doing business under the 
laws of the United States or a state thereof, which is 
authorized under such laws to exercise corporate trust 
powers and having at all times an aggregate capital, 
surplus, and undivided profits of not less than 
$2,500,000 (“Trustee”). It is contemplated that the 
Bradford Trust Company will serve as Trustee for Series 
1. The Sponsor will serve as Evaluator for Series 1. A 
separate Indenture will be entered into each time a 
Series is created and activated and the Trust Securities 
which comprise its portfolio (or delivery statements 
relating to contracts for the purchase of such Trust 
Securities together with funds represented by cash or 
an irrevocable letter of credit issued by a major 
commercial bank in the amount required for their 
purchase) are deposited with the Trustee. Each Series 
will be substantially identical except as to size, number 
of Units and the individual Trust Securities in the port- 
folio. 


When a Series of the Trust is created, the Sponsor and 
the Trustee will enter into an Indenture and the Trust 
Securities to constitute such Series of the Trust (or 
delivery statements relating’ thereto and funds for the 
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purchase thereto as set forth above) will be delivered to 
and deposited with the Trustee by the Sponsor. 
Substantially concurrently, the Trustee will issue in the 
name of the Sponsor, or such other name as the 
Sponsor may direct, one or more certificates 
evidencing the ownership of all of the undivided 
interests in such Series of the Trust. These Units will 
be separately offered for sale to the public at prices 
based upon their then respective current net asset 
values, after the registration statement filed in respect 
thereto under the 1933 Act has become effective. 


Applicants state that Trust Securities will not be 
pledged or be in any other way subjected to any debt at 
any time after they are deposited with the Trustee. The 
Sponsor has been accumulating Trust Securities for 
the purpose of deposit in Series 1 and will follow a 
similar procedure of accumulating Trust Securities for 
each subsequent Series. 


The assets of the Trust may consist of Bonds initially 
deposited, such Bonds as may continue to be held 
from time to time in exchange for or substitution of any 
of the Bonds, accrued and undistributed interest, 
undistributed cash and Units of previously-issued 
Series of the Trust. On the date of deposit, the 
maximum number of Units in the Trust of a Series and 
the Bonds which will comprise the respective 
portfolios are determined. No additional Units can be 
issued, although the number of Units outstanding may 
be reduced by redemptions. No additional Trust 
Securities can be deposited in the Trust except that 
under certain circumstances, refunding bonds issued 
in exchange and substituted for outstanding Bonds 
may be deposited with the Trustee. The Trustee may 
dispose of Trust Securities when events occur which 
may affect their investment stability and distribute the 
proceeds thereof in partial liquidation to Unitholders; 
and the Trustee must sell Trust Securities if necessary 
for the payment of the redemption price of Units 
tendered for redemption. The proceeds from such 
dispositions will be distributed to the holders of Units 
of the Trust (“Unitholders”), and not reinvested. 


Each Unit of the Trust will represent a fractional 
undivided interest, the numerator of the fractional 
interest represented will be 1 and the denominator will 
be the number of Units issued and outstanding in any 
particular Series. Units are redeemable, and in the 
event that any Units are redeemed, the fractional 
undivided interest represented by each Unit will be 
increased accordingly. Units will remain outstanding 
until redeemed or until the termination of the 
Indenture. The Indenture may be terminated by 100% 
agreement of the Unitholders or, in the event that the 
value of Trust Securities shall fall below an amount 
specified, either upon direction of the Sponsor to the 
Trustee or by the Trustee without such direction. There 
is no provision in the Indenture for the issuance of any 





Units after the initial issuance and such activity will not 
take place (except to the extent that the secondary 
trading by the sponsor in the Units is deemed the 
issuance of Units under the Act). 


Section 14(a) 


Section 14(a) of the Act, in substance, provides that no 
registered investment company and no principal 
underwriter for such a company shall make a public 
offering of securities of which such company is the 
issuer unless (1) the company has a net worth of at 
least $100,000; (2) at the time of a previous public 
offering it had a net worth of $100,000; or (3) provision 
is made that a net worth of $100,000 will be obtained 
from not more than twenty-five responsible persons 
within ninety days, or the entire proceeds received, 
including sales charge, will be refunded. 


Applicants seek an exemption from the provisions of 
Section 14(a) in order that a public offering of Units of 
the Trust as described above may be made. In 
connection with the requested exemption from Section 
14(a) the Sponsor agrees (1) to refund, on demand and 
without deduction, all sales charges to purchasers of 
Units of a Series if, within ninety days from the time 
that a registration statement for a Series becomes 
effective under the Securities Act of 1933, the net worth 
of the Series shall be reduced to less than $100,000, or 
if such Series is terminated; (2) to instruct the Trustee 
on the date Trust Securities are deposited in each 
Series that in the event that redemption by the Sponsor 
of Units constituting a part of the unsold Units shall 
result in that Series having a net worth of less than 
40% of the principal amount of Trust Securities 
originally deposited for such Series, the Trustee shall 
terminate the Series in the manner provided in the 
Indenture and distribute any Trust Securities or other 
assets deposited with the Trustee pursuant to the 
Indenture as provided therein; and (3) in the event of 
termination for the reasons described in (2) above, to 
refund any sales charges to any purchasers of Units 
purchased from the Sponsor on demand and without 
any deduction. 


The Sponsor has further represented that no Series of 
the Trust will be created which will contain in the 
portfolio on the date of deposit, Trust Securities (or 
delivery statements relating thereto and funds for the 
purchase thereof) having a face amount of less than 
$3,000,000. In the event the value of such Series should 
decrease to the greater of $1,000,000 or 20% of the 
amount of the Trust Securities initially deposited, for 
any reason, the Trustee may, and when so directed by 
the Sponsor shall, terminate and liquidate the Series. 
Thus, Applicants represent that it is highly unlikely 
that, except during the course of liquidation, the net 
worth of any Series would ever decline to $100,000 or 
less. 


Rule 19b-1 


Rule 19b-1 provides in substance that no registered 
investment company which is a “regulated investment 
company” as defined in Section 851 of the Internal 
Revenue Code shall distribute more than one capital 
gain dividend in any one taxable year. paragraph (b) of 
the Rule contains a similar prohibition for a company 
not a “regulated investment company” but permits a 
unit investment trust to distribute capital gain 
dividends received from a “regulated investment 
company” within a reasonable time after receipt. 


Distributions of interest and principal on each Series 
will be made to Unitholders semiannually unless a 
Unitholder elects to receive them monthly or quarterly. 
Applicants represent that distributions of principal 
constituting capital gains to Unitholders may arise in 
the following instances: (1) If an issuing authority calls 
or redeems an issue of Bonds held in the portfolio, the 
sums received by the Trust will be distributed on a pro- 
rata basis to each Unitholder on the next distribution 
date; (2) if Units are redeemed by the Trustee and Trust 
Securities from the portfolio are sold to provide the 
funds necessary for such redemption, each Unitholder 
will receive his pro-rata portion of the proceeds from 
the Trust Securities sold over the amount required to 
satisfy such redemption distribution) (3) if Bonds held 
in the portfolio are sold to maintain the investment 
stability of a Series of the Trust, the sums received by 
the Trust may be distributed on a pro-rata basis to each 
Unitholder on the next distribtuion date; and (4) as 
Bonds mature by their terms, the sums received by the 
Trust will be distributed on a pro-rata basis to each 
unitholder on the next distribution date. In such 
instances, a Unitholder may receive in his distribution 
funds which constitute capital gains, since in some 
cases the value of the Trust Securities redeemed or 
sold may have increased since the date of their 
acquisition by the Trust. 


As noted above, Paragraph (b) of Rule 19b-1 provides 
that a unit investment trust may distribute capital gain 
dividends received from a “regulated investment 
company” within a reasonable time after receipt. 
Applicants assert that the purpose behind such 
provision is to avoid forcing unit investment trusts to 
accumulate valid distributions received throughout the 
year and distribute them only at year end, and that the 
operations of Applicants in this regard are squarely 
within the purpose of such provision. However, in 
order to comply with the literal requirements of the 
Rule, each Series of the Trust would be forced to hold 
any monies which would constitute capital gains upon 
distribution until the end of its taxable year. The appli- 
cation contends that such practice would clearly be to 
the detriment of the Unithoiders. 


In support of the requested exemption, Applicants 
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state that the dangers against which Rule 19b-1 is 
intended to guard do not exist in the situation at hand 
since neither the Sponsor nor the Trust has control 
over events which might trigger capital gains, e.g., the 
tendering of Trust Units for redemption and the prepay- 
ment of portfolio Bonds by the issuing authorities. In 
addition, it is alleged that any capital gains distribution 
will be clearly indicated as capital gains in the 
accompanying report by the Trustee to the Unitholder. 
Furthermore, Applicants assert that the sale of Bonds 
in an effort to maintain the investment stability of a 
Series of the Trust is an activity designed generally to 
prevent or to retard deterioration of values when certain 
adverse factors exist. These factors include a default in 
the payment of principal or interest on its Bonds, or an 
adverse change in the market, revenue or credit 
factors affecting the investment stability of the Bonds. 
Finally, Applicants contend that sale of Bonds in an 
effort to maintain investment stability of any Series is 
not expected to result in capital gain dividends to the 
Trust or its Unitholders because the above factors will 
normally have a depressing effect on the market value 
of the Bonds. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission, by order upon application, may 
conditionally or unconditionally, exempt any person, 
security, or transaction, or any class or classes of 
persons, securities or transactions, from any provision 
of the Act or of any rule or regulation under the Act, if 
and to the extent such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 4, 1978, at 5:30 
P.M., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons, who request a 
hearing or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
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matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10479/November 15, 1978 


In the Matter of 


DEVELOPING GROWTH SHARES, INC. 


LORD ABBETT DEVELOPING GROWTH FUND, INC. 


and 


LORD, ABBETT & CO. 
63 Wall Street 
New York, New York 10005 


(812-4365) 


NOTICE OF FILING OF APPLICATION (1) PURSUANT 
TO SECTION 17(b) OF THE ACT FOR ORDER 
EXEMPTING PROPOSED TRANSACTION FROM THE 
PROVISIONS OF SECTION 17(a) OF THE ACT, (2) 
PURSUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17d-1 THEREUNDER PERMITTING PARTICIPA- 
TION IN SUCH TRANSACTION, AND (3) PURSUANT 
TO SECTION 6(c) OF THE ACT GRANTING AN 
EXEMPTION FROM THE PROVISIONS OF SECTION 
22(d) OF THE ACT AND RULE 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that Developing Growth 
Shares, Inc. (“New Fund”) and Lord Abbett Developing 
Growth Fund, Inc. (“LADGF”) (collectively, “Funds”), 
both open-end, diversified investment companies 
registered under the Investment Company Act of 1940 
(“Act”), and Lord, Abbett & Co. (“Lord Abbett”), the 
investment manager and principal underwriter for the 
Funds (collectively referred to as “Applicants”), filed 
an application on September 5, 1978, and amendments 
thereto on October 16, 1978 and November 13, 1978, for 
an order: (1) pursuant to Section 17(b) of the Act, 
exempting the proposed transactions described below 
from Section 17(a) of the Act; (2) pursuant to Section 
17(d) of the Act and Rule 17d-1 thereunder, permitting 
Applicants to participate in the proposed transactions; 





and (3) pursuant to Section 6(c) of the Act, exempting 
the issuance of shares of New Fund from Section 22(d) 
of the Act and Rule 22c-1 thereunder. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicants state that on August 21, 1978, Lord Abbett 
organized New Fund under the laws of the State of 
Maryland as a vehicle by which LADGF can, in the 
manner described below, make an indirect offering of 
LADGF shares at a fixed and predetermined price. New 
Fund has, or will have, the same investment objective, 
policies and restrictions and the same practices, 
programs and management as LADGF. Applicants 
further state that although New Fund has not yet 
commenced operations, it proposes to make a public 
offering (“Underwritten Offering”), in January 1979, of 
shares of its capital stock at its present net asset value 
of $11.65 per share, plus an underwriting discount, 
through underwriters for whom Bache Halsey Stuart 
Shields Incorporated, E.F. Hutton & Company Inc., 
Paine, Webber, Jackson and Curtis, Incorporated and 
others will act as representatives. For purchases of 
less than 400 shares, the underwriting discount will be 
&5 cents per share, or 6.8% of the public offering price 
(7.3% of the amount invested). These charges will be 
reduced according to a schedule of decreasing percen- 
tages according to the amount invested. New Fund’s 
schedule of sales charges is lower than that of LADGF. 


Immediately after the closing of the Underwritten 
Offering, LADGF will merge into New Fund (“Merger”), 
and New Fund will change its name to Lord Abbett 
Developing Growth Fund, Inc. pursuant to an Agree- 
ment and Articles of Merger (“Merger Agreement”). 
Persons purchasing shares of New Fund’s capital 
stock pursuant to the Underwritten Offering will not be 
required to make payment for such shares until the 
closing date of the conversion of LADGF’s shares into 
shares of New Fund pursuant to the Merger 
Agreement. Applicants represent that such closing 
date will be approximately five weeks after the effective 
date of New Fund’s Registration Statement under the 
Securities Act of 1933 (“Securities Act”) for the Under- 
written Offering. 


In the Merger, shares of capital stock of LADGF will be 
converted into full or fractional shares of capital stock 
of New Fund having the same aggregate net asset 
value as the shares being converted. No adjustments 
will be made to reflect potential federal income tax 
liabilities by reason of unrealized appreciation in 
LADGF’s portfolio prior to the Merger. However, 
LADGF will be declaring a dividend of all its then 
undistributed investment company income and a 
capital gains distribution of all its then undistributed 
net capital gains prior to the Merger. Net asset values 
will be determined as of the close of business on the 


business date next preceding the effective date of‘the 
Merger. No sales charge will be payable upon the con- 
version of the shares. All expenses of the Applicants in 
connection with the Underwritten Offering and the 
Merger will be borne by Lord Abbett. 


As soon as practicable after the Merger, New Fund, as 
the surviving fund in the Merger and renamed “Lord 
Abbett Developing Growth Fund, Inc.,” will offer its 
shares in the same manner as LADGF presently does. 
New Fund’s Board of Directors has approved the 
Underwritten Offering and the Merger. The initial 
stockholders of New Fund, who will be partners of 
Lord Abbett, will consent to the Merger prior to the 
Underwritten Offering. The Board of Directors of 
LADGF approved the Merger and has authorized the 
submission of the merger proposals to stockholders at 
its annual meeting. 


Applicants contend that the proposed transactions 
have been structured in the manner described above in 
order to effect what amounts to an indirect public 
offering, through an underwriting syndicate, by LADGF 
of its capital stock at a fixed price and in an orderly 
manner. The current prospectus of LADGF has been 
supplemented to disclose the terms of the proposed 
Underwritten Offering. On the effective date of the 
Registration Statement of New Fund under the 
Securities Act for the Underwritten Offering, LADGF 
intends to cease offering its shares, except to its 
existing shareholders, who, through cumulative pur- 
chasing or statements of intention, can purchase 
shares at lower sales charges than they could in the 
Underwritten Offering. 


Section 17(a) of the Act provides, in part, that it is 
unlawful for an affiliated person of a registered invest- 
ment company, or any affiliated person of such a 
person, acting as principal, knowingly, to sell to or 
purchase from such registered investment company 
any security or other property. Section 2(a)(3) of the 
Act provides, in part, that an affiliated person of 
another person includes any person directly or 
indirectly controlling, controlled by, or under common 
control with, such other person. LADGF and New Fund 
state, without conceding, that they may be deemed to 
be affiliated persons of one another because each has 
an investment management and distribution agreement 
with Lord Abbett and because they have the same 
officers and directors. Thus, Section 17(a) of the Act 
may prohibit LADGF and New Fund, as affiliated 
persons of each other, from effectuating the Merger. 


Section 17(b) of the Act, however, provides, in part, 
that the Commission shall exempt a proposed trans- 
action from the provisions of Section 17(a) if evidence 
establishes that the terms of the proposed transaction, 
including the consideration to be paid or received, are 
fair and reasonable and do not involve overreaching on 
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the part of any person concerned, and that the 
proposed transaction is consistent with the policy of 
each registered investment company concerned and 
with the general purposes of the Act. 


LADGF and New Fund submit that the terms of the 
Merger Agreement are reasonable and fair and do not 
involve overreaching on the part of any person con- 
cerned and are consistent with the policies of the 
Funds and the general purposes of the Act. The 
Underwritten Offering will permit New Fund to raise 
funds without cost to it. In the Merger, New Fund will 
be issuing its shares to stockholders of LADGF on the 
basis of the relative net asset values of the Funds 
immediately prior to the Merger without the payment of 
any commissions. Lord Abbett will bear all of the 
expenses of the Funds in connection with the Under- 
written Offering and the Merger. 


Applicants state that the directors of LADGF 
concluded that the increased size of the surviving 
corporation, estimated to be nearly twice the size of 
LADGF, which presently has approximately $15 million 
in net assets, should be advantageous to the stock- 
holders of LADGF for three reasons. First, an increase 
in assets, without cost to LADGF, will cause the fixed 
and semi-fixed expenses of the surviving corporation 
to be spread over a greater asset base, thus lowering 
the ratio of expenses to net assets. Second, the 
increase in assets will permit the surviving corporation 
to take advantage of investment opportunities that are 
not now available to LADGF because of its present 
size. Third, the increase in assets should enable the 
surviving corporation to attract favorable attention 
from investors and securities dealers. This could result 
in an increase in sales of the surviving corporation’s 
capital stock, which could permit a further reduction in 
the per share expense ratio and provide additional 
assets for expansion of its portfolio. 


Section 17(d) of the Act and Rule 17d-1 thereunde: >ro- 
vide, in part, that it shall be unlawful for any affili .ed 
person of, or principal underwriter for, a registered 
investment company, or any affiliated person of sucha 
person or principal underwriter, acting as principal, to 
effect any transaction in which such registered 
company is a joint or a joint and several participant 
with such person, principal underwriter, or affiliated 
person, unless an order of the Commission permitting 
such transaction is issued. In passing upon an appli- 
cation for such an order, the Commission will consider 
whether the pe ‘cipation of such registered company 
in such enterprise on the basis proposed is consistent 
with the provisions, policies and purposes of the Act 
and the extent to which such participation is on a basis 
different from or less advantageous than that of other 
participants. 


Applicants state that Lord Abbett acts as principal 
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underwriter and investment manager for both Funds. 
Lord Abbett proposes to bear all of the expenses of the 
Funds in connection with the Underwritten Offering 
and the Merger. During LADGF’s fiscal year ending 
September 30, 1977, Lord Abbett reimbursed LADGF 
for expenses in the amount of $45,583, which was 
$1,599 greater than its management fee for that period. 
Further, it is represented that, according to the 
unaudited report of LADGF’s expenses for its fiscal 
year ending September 30, 1978, Lord Abbett would be 
required to reimburse LADGF for expenses in the 
amount of $2,409. While not conceding that the 
provisions of Section 17(d) of the Act and Rule 17d-1 
apply to the proposed transactions, Applicants request 
that, to the extent that the interrelationships described 
herein might cause any of the proposed activities by 
Lord Abbett to come within the provisions of Section 
17(d) of the Act, an order of the Commission per- 
mitting the participation by the Funds in the proposed 
transactions be issued pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder. 


Applicants submit that the participation by each of the 
Funds in the proposed transactions is consistent with 
the provisions, policies and purposes of the Act and is 
not on a basis different from or less advantageous than 
that of the other participants. 


Rule 22c-1 under the Act provides, in part, that no 
registered investment company shall sell, redeem, or 
repurchase any redeemable security of which it is the 
issuer except at a price based on the current net asset 
value of such security which is next computed after 
receipt of a tender of such security for redemption or of 
an order to purchase or sell such security. Applicants 
state that because under the Merger Agreement, the 
respective net asset values of the Funds will be deter- 
mined as of the close of business on the business day 
immediately preceding the Merger, the issuance by 
New Fund of shares of its capital stock in the Merger 
may not comply with Rule 22c-1. 


Section 6(c) of the Act provides, in part, that the 
Commission may, upon application, conditionally or 
unconditionally exempt any person, security or trans- 
action from any provision of the Act or any rule there- 
under, if and to the extent that such exemption is 
necessary or appropriate in the public interest and con- 
sistent with the protection of investors and with the 
purposes fairly intended by the policy and provisions 
of the Act. 


Applicants submit that the timing of the determination 
of net asset values of the Funds is appropriate. It will 
allow adequate time to prepare for the closing of the 
Merger. It is further submitted that such timing will not 
give rise to the speculative activity which Rule 22c-1 
was designed to prohibit. Therefore, Applicants state 
that the granting of the exemption is necessary and 





appropriate, is in the public interest and is consistent 
with the protection of investors and with the purposes 
fairly intended by the policy and provisions of the Act. 


Accordingly, Applicants request that to the extent that 
the proposed transactions may not be in compliance 
with Rule 22c-1 under the Act, the Commission issue 
an order of exemption therefrom pursuant to Section 
6(c) of the Act, to permit the transactions described in 
the application to be consummated. 


Section 22(d) of the Act provides, in part, that no 
registered investment company shall sell redeemable 
securities of which it is the issuer except at a current 
public offering price described in the prospectus. 


Applicants state that while the availability to certain 
LADGF shareholders during the Underwritten Offering 
of purchasing privileges they enjoy under LADGF’s 
current schedule of sales charges may appear to 
constitute price discrimination which Section 22(d) is 
designed to prohibit, the purpose of this arrangement 
is to enable existing shareholders to buy at the lowest 
possible price. Thus, present LADGF shareholders 
who are able to obtain lower sales charges on pur- 
chases of shares through statements of intention or 
cumulative purchasing discounts, will be able to 
exercise these privileges with respect to LADGF shares 
during the Underwritten Offering. Applicants represent 
that Lord Abbett and the transfer agent for LADGF will 
take all necessary steps to avoid sales of LADGF 
shares to existing shareholders of LADGF who do not 
qualify for lower sales charges. All other investors will 
buy at the sales charge structure in the New Fund 
prospectus. Applicants further represent that the 
current prospectus of LADGF was supplemented to 
disclose the terms of the proposed Underwritten 
Offering and the reduced sales charges. Present 
LADGF shareholders will be informed of their options 
also by means of a letter accompanying the proxy 
material which will be sent to them in connection 
with the approval of the Merger and by the proxy 
statement itself. 


Thus, Applicants submit that the granting of the 
requested exemption from Section 22(d) of the Act is 
necessary and appropriate, is in the public interest and 
is consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than December 11, 1978, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a state- 
ment as to the nature of his interest, the reason for 
such request, and the issues, if any, of fact or law pro- 
posed to be controverted, or he may request that he be 
notified if the Commission shall order a hearing there- 


on. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall 
be served personally or by mail upon Applicants at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by certifi- 
cate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order dis- 
posing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10480/November 16, 1978 


In the Matter of 


HARTFORD VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 


and 


HARTFORD EQUITY SALES COMPANY, INC. 
Hartford Plaza 
Hartford, Connecticut 06115 


(812-4244) 


ORDER PURSUANT TO SECTION 9(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION Qa). 


Hartford Variable Annuity Life Insurance Company 
(“HVA”), a stock life insurance company organized 
under the laws of the State of Connecticut and Hartford 
Equity Sales Company, Inc. (“HESCO”), a Connecticut 
corporation registered as a broker-dealer under the 
Securities Exchange Act of 1934 filed an Application on 


December 7, 1977 and an amendment thereto on 


October 6, 1978, for an order pursuant to Section 9(c) 
of the Act for exemption from Section 9(a). 
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On February 9, 1978, the Commission issued a notice 
of the filing of the application (Investment Company 
Act Release No. 10117). The notice gave interested 
persons an opportunity to request a hearing. No 
request for hearing has been filed, and the 
Commission has not ordered a hearing. 


In the amended application, a request for an exemption 
from the provisions of Section 9(a) in order that HVA 
might serve as investment adviser of HVA Separate 
Account and Hartford Fund was deleted. The presently 
requested relief would permit HVA to serve as sponsor- 
depositor of HVA-QP-VA, HVA-DC-I and HVA-DC-II 
and any other investment company that may be 
created, organized and operated or sponsored by HVA 
in the future and would permit HESCO to serve as 
principal underwriter with respect to HVA Separate 
Account, HVA-DC-I, HVA-DC-II, HVA-QP-VA and any 
other investment company that may be created, 
organized and operated or sponsored by HVA. 


The matter having been considered, it is found that the 
granting of the requested order and exemption is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 9{c) of the Act 
that the amended application for exemption from 
Section 9(a) of the Act, to the extent requested, be, and 
hereby is, granted, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10481/November 16, 1978 


In the Matter of 


MERRILL LYNCH, PIERCE, FENNER & 
SMITH INCORPORATED; 


BACHE HALSEY STUART SHIELDS 
INCORPORATED; 


DEAN WITTER REYNOLDS, INC.; 


MUNICIPAL INVESTMENT TRUST FUND; 
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THE CORPORATE INCOME FUND; 
THE MUNICIPAL INCOME FUND; and 


THE GOVERNMENT SECURITIES INCOME 
FUND 


c/o Merrill Lynch, Pierce, Fenner & Smith Inc. 
125 High Street 
Boston, Massachusetts 02110 


(812-4366) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
UNDER SECTIONS 6(c) AND 11 OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 22(d) OF THE ACT AND PERMITTING AN 
OFFER OF EXCHANGE. 


NOTICE IS HEREBY GIVEN that Merrill Lynch, Pierce, 
Fenner & Smith Incorporated, Bache Halsey Stuart 
Shields Incorporated, Dean Witter Reynolds, Inc. (the 
“Sponsors”), and all presently outstanding or sub- 
sequently issued Series (exclusive of short term Series 
and any other Series where the applicable sales charge 
is less than that applicable at the time to the public 
offering price of intermediate term series) of Municipal 
Investment Trust Fund, The Corporate Income Fund, 
The Municipal Income Fund and The Government 
Securities Income Fund (the “Funds”) or the individual 
Series thereof, a ‘“Series”’) (collectively, the 
“Applicants”), filed an application on September 7, 
1978, and an amendment thereto on November 2, 1978, 
pursuant to Sections 6(c) and 11 of the Investment 
Company Act of 1940 (the “Act’’), for an order of the 
Commission to permit the exchange of units of any 
Series of any of the Funds for units of any other Series 
thereof on the basis of a reduced fixed sales charge per 
unit, subject to certain conditions specified in the 
application and as set forth below, and exempt such 
transactions of the Applicants from the provisions of 
Section 22(d) of the Act. All interested persons are 
referred to the application, which is on file with the 
Commission, for a statement of the representations 
made therein, which are summarized below. 


Municipal Investment Trust Fund, The Corporate 
Income Fund, The Municipal Income Fund and The 
Government Securities Income Fund are investment 
companies registered under the Act, each of which is 
sponsored by one or more of the Sponsors and is made 
up of one or more Series of separate unit investment 
trusts registered under the Securities Act of 1933. While 
the structures of the Funds and the various Series are 
very similar in most respects, the investment objectives 
of the Funds are different. Thus, the primary objective of 
Municipal Investment Trust Fund and The Municipal 
Income Fund are tax-exempt income while the primary 
objective of The Corporate Income Fund and The 





Government Securities Income Fund is income which is 
subject to Federal income taxation. In addition, sub- 
groupings of Series under the basic Fund structures are 
different. Thus, Series of Municipal Investment Trust 
Fund are variously invested in long-term municipal 
bonds, intermediate term municipal bonds and 
municipal bonds issued by particular states (such as 
Florida, New York, Pennsylvania, Michigan and 
Minnesota) and various Series of The Corporate Income 
Fund and The Government Securities Income Fund are 
variously invested in long-term corporate bonds, inter- 
mediate term corporate bonds, preferred stock and U.S. 
guaranteed “Ginnie Maes”. In the future, it can be 
expected that additional Series of the Funds may be 
organized with investment objectives which, while they 
will be similarly structured and consistent with the 
basic objectives of the Funds of tax-exempt or taxable 
income, will have their particular investment objectives 
oriented towards specialized investments within these 
generai categories. 


The Applicants state that at the present time, more 
than 300 Series of the Funds have been issued, 
comprising portfolios of underlying securities aggre- 
gating some $8 billion, and additional Series are being 
created and offered to the public at a rate of more than 
one a week. The Applicants further state that the 
creation and public offering of all existing Series of the 
Funds has been undertaken with a view to full 
compliance with the requirements of the Act and the 
Securities Act of 1933 and it is anticipated that subse- 
quent offerings of new Series will comply in all 
respects with these Acts. 


The Applicants state that although the structure of 
particular Funds and particular Series differ in various 
respects depending on the nature of the underlying 
portfolios, the essential procedure followed in all 
cases is for the Sponsors to acquire a portfolio of 
securities, believed by them to satisfy the standards 
applicable to the investment objectives of the 
particular Series, which is then deposited in trust with 
a corporate fiduciary in exchange for certificates repre- 
senting units of undivided interest in the deposited 
portfolio. These units are then offered to the public at a 
public offering price which is based upon the offering 
prices of the underlying securities plus a sales charge, 
which is currently 334% of the public offering price in 
the case of the Series investing in long-term debt 
~ securities and preferred stock and 3% in the case of 
offerings of Series investing in intermediate term 
bonds or “Ginnie Maes”. The sales charge applicable 
to future Series may be varied by the Sponsors. 


The Applicants state that although the Sponsors are 
not legally obligated to do so, the Sponsors maintain a 
secondary market for Units of outstanding Series and 
continually offer to purchase these Units at prices 
based upon the offering side evaluation of the under- 


lying bonds, as determined by an independent 


evaluator. If the Sponsors discontinue maintaining 
such a market at any time, the Units of the Series can 
be liquidated by holders only by direct presentation to 
the trustee at redemption prices based upon the bid 
side evaluation of the underlying bonds. 


The Applicant states that the Sponsors seek authority 
to offer, subject to the conditions and exceptions 
described below, an exchange option (the “Exchange 
Option”) to certificateholders of the various Series of 
all of the Funds. The purpose of the Exchange Option 
would be to provide investors in any of the Series a 
convenient means of transferring interests as their 
investment requirements change into any other Series 
of any of the Funds. If the Sponsors implement the 
Exchange Option, they would intend to hold it open 
under most circumstances. However, they reserve the 
right to modify, suspend or terminate the Exchange 
Option at any time without further notice to certificate- 
holders. 


The Applicants states that it is intended the Exchange 
Option would operate as follows: The Exchange 
Option would be meant to operate only as to units of 
the various Series of the Funds as to which a 
secondary market may from time to time be 
maintained. A certificateholder wishing to dispose of 
those of his Units for which a market is maintained 
would have the option to exchange his Units into Units 
of any other Series of any Fund for which a market is 
also maintained. While it is not presently contemplated 
that certificateholders would be permitted to exchange 
their Units into Units of other Series which are 
available on original issue, the Sponsors might at 
some future date determine to permit such exchanges. 
When any certificateholder notifies the Sponsors of his 
desire to exercise his Exchange Option, the Sponsors 
wou!d deliver to such certificateholder a current 
prospectus of those Series in which the certificate- 
holder has indicated an interest and which the 
Sponsors have available to offer to the certificateholder 
as a result of acquisitions by them in the secondary 
market. 


The Applicants state that the exchange transaction 
would operate in a manner essentially identical to any 
secondary transaction, except that the Sponsors seek 
authority to allow a reduced sales charge in a trans- 
action pursuant to the Exchange Option. Heretofore, 
Units of any Series repurchased by the Sponsors have 
been resold at a public offering price based upon the 
offering side evaluation of the underlying securities 
plus a sales charge of either 3% % or 3% depending on 
the nature of the portfolio making up the particular 
Series. The Applicants seek authority to sell Units 
pursuant to the Exchange Option at a price equal to the 
offering side evaluation of the underlying securities 
divided by the number of Units outstanding (the “Unit 
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Offering Price”), plus a fixed charge of $15 per Unit, 
except as described in the next paragraph. Such $15 
sales charge can be expected to approximate about 
112% of the offering price. The Sponsors reserve the 
right to change such fixed charge from time to time in 
the event of fluctuations in the cost of professional 
assistance and operational expenses in connection 
with these exchange transactions. 


The Applicants state the certificateholders of a Series 
with a sales charge less than the sales charge of the 
Series for which such certificateholders desire to 
exchange who have held their Units for a period of at 
least eight months would be allowed to exercise the 
Exchange Option at the Unit Offering Price plus a fixed 
sales charge of $15 per Unit. However, such certificate- 
holders of Series with a lower sales charge who wish to 
exchange their units for Units of a Series with a higher 
sales charge prior to the expiration of the eight month 
period would be allowed to exchange such Units at the 
Unit Offering Price plus a sales charge based on the 
greater of $15 per Unit or an amount which together 
with the initial sales charge paid in connection with the 
acquisition of the Units being exchanged equals the 
sales charge of the Series for which such certificate- 
holders desire to exchange, determined as of the date 
of exchange. 


The Applicants state that the certificateholder would 
not be permitted to make up any difference between 
the amount representing the Units being submitted for 
exchange and the Units being acquired. That is to say, 
the certificateholder would be permitted to acquire 
pursuant to the Exchange Option whole Units only and 
any excess amounts representing sales price of Units 
submitted for exchange would be remitted to the 
certificateholder. 


Section 11(c) of the Act prohibits any type of offer of 
exchange of the securities of registered unit invest- 
ment trusts for the securities of any other investment 
company unless the terms of the offer had been 
approved by the Commission or are in accordance with 
rules and regulations prescribed by the Commission 
with respect to such orders. None of the exemptions 
from the provisions of Section 11 appear to apply to the 
proposed Exchange Option. The Applicants state that 
they would therefore be unable to proceed with the 
Exchange Option unless the Commission grants the 
requested exemption from the provisions of Section 
11(c) of the Act. 


Section 22(d) of the Act prohibits a registered invest- 
ment company from selling any redeemable security 
issued by it except either to or through a principal 
underwriter for distribution other than at the current 
public offering price described in its prospectus. None 
of the applicable exemptions from the provisions of 
that Section appears to apply to the Exchange Option. 
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The Applicants state that they would therefore be 
unable to proceed with the Exchange Option unless, 
pursuant to Section 6(c) of the Act, the Commission 
exempts the Exchange Option from the provisions of 
Section 22(d). 


The initially suggested reduced sales charge of $15 
rather than the customary 3%4% or 3% sales charges 
for reguiar primary and secondary market sales is 
proposed by the Applicants as a result of certain cost 
savings. In the judgment of the Applicants the 
prosposed reduction would be beneficial to investors. 
The Applicants state that under the proposed 
Exchange Option, a person desiring to dispose of Units 
of one Series and acquire Units of another Series may 
wish to do so for a number of reasons—such as 
changes in his or her particular investment goals or 
requirements or in order to take advantage of possible 
tax benefits flowing from the exchange. 


Taking these factors into account, it is asserted that it 
is likely that there will be a continuing need to assess 
an investors financial and tax position and in all 
probability the account executives of the Sponsors will 
actively participate in financially counseling the 
investor as to the proper course of action to follow 
taking into account all of the relevant investment 
factors involved. However, the fact that the investor is 
an existing customer whose essential investment 
needs have been identified should produce some trans- 
action savings. Further, in view of the facct that all the 
Funds are very similar investment vehicles, an 
exchanging certificateholder may require somewhat 
less advice than if he were acquiring an interest in an 
entirely different kind of investment. It is the belief of 
the Applicants that a charge of $15 is a reasonable and 
justifiable expense to be allocated for the professional 
assistance and operational expenses which are 
contemplated in connection with these exchange 
transactions. This sales charge compares favorably to 
the regular 334% and 3% sales charge applicable to 
non-exchange transactions in connection with primary 
and secondary sales of Units of the Funds and, the 
Applicants contend, such a sales charge is warranted 
in that such charges should cover the reasonable costs 
related to the exercise of the Exchange Option and yet 
give exchanging certificateholders an opportunity to 
share in expected cost savings. 


The Applicant state that the requirement that 
certificateholders of a Series with a lower sales charge 
pay an adjusted sales charge for exchanges made by 
them under the Exchange Option during the first eight 
months in which they have held Units of a Series with a 
lower sales charge is appropriate since the sales 
charge relating to original purchases of Units of such 
Series is less than the sales charge of the Series to 
which they desire to controvert. They state that it could 
be possible under certain circumstances for a person 





to acquire Units of Series with a lower sales charge and 
immediately convert such Units into Units of other 
Series with a higher sales charge and pay a lower total 
sales charge than a person purchasing Units of such 
Series directly at the same time. Under normal circum- 
stances this situation is unlikely, since the initial sales 
charge on direct purchases of Units of Series with 
a lower sales charge (currently 3%) plus the conversion 
sales charge ($15 per Unit or approximately 112%) 
usually will exceed the sales charge related to direct 
purchases of Units of Series with a higher sales charge 
(currently 3%4 %). However, if the price of the Units of 
Series with the higher sales charge were to increase 
sharply, the $15 sales charge on exchange could repre- 
sent less than the difference between the lower sales 
charge and the higher sales charge, in which case the 
exchanging certificateholder could obtain an unfair 
price advantage when compared to investors making 
direct purchases of Units of the applicable Series. 
However, after a certificateholder of a Series with a 
lower sale charge has held his Units for an adequate 
period of time, the Applicants believe that the discrimi- 
natory nature of his effecting an exchange transaction 
is not as compelling, and thus the possible abuses 
outlined above are not material if the converting 
certificateholder of a Series with a lower sales charge 
has held his Units for at least an eight month period of 
time. 


Section 6(c) of the Act provides, in part, that the 


Commission may exempt any person, security, or 
transaction, or any class or classes of persons, securi- 
ties or transactions from any provisions of the Act or of 
any rule or regulation under the Act, if and to the 
extent such exemption is necessary or appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than December 7, 1978, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communications should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in case of an attorney at law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date, unless the Commission thereafter 
orders a hearing upon request or upon the Commis- 


sion’s own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
any notice and orders issued in this matter, including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 649/November 14, 1978 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 15330/November 14, 1978 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 650/November 14,1978 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 15338/November 14, 1978 
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Litigation Release No. 8596/November 6, 1978 


US v. RUSSELL E. PHILLIPS, ET AL. 
(78-03382-01-CR-S) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office and Ronald S. Reed, United States 
Attorney for the Western District of Missouri 
announced that on October 27, 1978 a federal grand 
jury in Kansas City, Missouri returned a 175 count 
indictment against 22 individuals on securities and 
mail fraud and racketeering conspiracy. The indictment 
resulted from an investigation of the offer and sale of 
the securities of five corporations of which four were 
organized as farm cooperatives. These corporations 
were Progressive Farmers Association (‘‘PFA’’), 
Springfield, Missouri; United Farmers Association of 
America, Inc., Tulsa, Oklahoma; Consumer-Farmers 
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Association, North Little Rock, Arkansas; and 
Progressive Investors, Inc., a former Missouri corpora- 
tion. 


Russell E. Phillips, Springfield, Missouri was charged 
with one count of violating and one count of conspiring 
to violate the Racketeering and Organized Crime 
provisions of the federal criminal code (Title 18, U.S.C. 
Section 1962(c) and (d); 72 counts of securities fraud in 
connection with the offer and sale of the securities of 
PFA and Progressive Investors, Inc.; 93 counts of mail 
fraud; 4 counts of income tax evasion and 3 counts of 
failing to file corporate tax returns. The indictment 
further charged that certain real property is subject to 
forfeiture to the United States by Russell E. Phillips. 
(Title 18 U.S.C. Section 1963). 


Quentin Darence Cloninger, Springfield, Missouri; 
Donald E. Burks, Fordland, Missouri; Carl L. Bledsoe, 
Jr.; and John Weston Chase, Springfield, Missouri; are 
charged with one count of violating and one count of 
conspiring to violate the Racketeering and Organized 
Crime provisions; 66 counts of securities fraud in 
connection with the offer and sale of PFA securities; 
and 93 counts of mail fraud. 


Paul D. Canaday, Springfield, Missouri; and Nancy 
L. Haney, Springfield, Missouri are charged with one 
count of violating and one count of conspiring to 
violate the Racketeering and Organized Crime 
provisions. The indictment charges that certain 
property is subject to forfeiture to the United States by 
Paul D. Canady. 


Ronald M. Elia, Springfield, Missouri; Donald Owen 
Beaver, North Miami, Oklahoma; Quentin Leroy 
Cloninger, Brandon, Florida; Truman W. ‘Bay” 
Harmon, Springfield, Missouri; Charles Hoose, 
California, Missouri; Thomas B. Moffit, California, 
Missouri; Robert Moore, Tampa, Florida; Dennis 
Moore, Phoenix, Arizona; Warren H. Moore, Spring- 
field, Missouri; James H. Morrison, Memphis, 
Tennessee; Gerald B. Nance, Bois D’Arc, Missouri; 
Ronald Stafford, Springfield, Missouri; William 
Frederick Suedekum, Springfield, Missouri; Charles F. 
Thrower, Springfield, Missouri; and Thomas H. 
Thrower, Springfield, Missouri, were each charged 
with one count of violating and one count of conspiring 
to violate the Racketeering and Organized Crime 
provisions; and 66 counts of fraud in the offer and sale 
of PFA securities. 


The investigation was conducted under the direction of 
the Office of the United States Attorney and the 
Chicago Regional Office of the Commission. Also 
involved in the investigation were the St. Louis Branch 
Office of the Commission, Postal Inspectors, the 
Internal Revenue Service, state and local authorities in 
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Missouri, and the Arkansas and Oklahoma Securities 
Commissions. 





Litigation Release No. 8597/November 16, 1978 


SECURITIES AND EXCHANGE COMMISSION v. TIGER 
OIL INTERNATIONAL, INC., AND EDWARD MIKE 
DAVIS 


(United States District Court for the District of 
Columbia, Civil Action No. 78-2156) 


The Securities and Exchange Commission today 
announced the filing of a Complaint in the United 
States District Court for the District of Columbia 
seeking injunctive relief and alleging violations of the 
anti-fraud provisions of the Securities Act of 1933 and 
the Securities Exchange Act of 1934 against Tiger Oil 
International,Inc. (“Tiger Oil”), of 5 Greenway Plaza 
East, Houston, Texas, a Delaware corporation engaged 
in oil and gas exploration and contract drilling, and 
Edward Mike Davis (“Davis”) of Las Vegas, Nevada, 
Chairman of the Board of Directors and owner of 95% 
of the common stock of Tiger Oil. 


The Commision also announced that the Court entered 
Final Judgments of Permanent Injunction restraining 
and enjoining Tiger Oil and Davis from further viola- 
tions of the anti-fraud provisions of the federal 
securities laws. Tiger Oil and David consented to the 
entry of the Court’s Judgments without admitting or 
denying the aliegations in the Commission’s 
Complaint. 


The Commission’s Complaint alleges that in connec- 
tion with a contemplated substantial contribution of 
assets by Davis to Tiger Oil in December 1977, Tiger Oil 
and Davis engaged in a fraudulent course of conduct 
which included the issuance of false and misleading 
press releases and other communications to Tiger Oil 


shareholders and to other persons. Further, the 
Commission charged that Tiger Oil and David induced 
the shareholders to Tiger Oil to consent to rescission 
of contractual rights of Tiger Oil to participate in 
business ventures with Davis and to the election of a 
Board of Directors appointed by Davis, through false 
and misleading statements and omissions to state 
material facts concerning the intended contribution 
and certain other matters. In addition, the Commission 





charged that Davis purchased Tiger Oil common stock, 
through use of a nominee, based upon material non- 
public information concerning the intended contribu- 
tion, without disclosing such information to the sellers 
and, in connection therewith, made false and 
misleading statements to such sellers. 


In addition to the entry of the Final Judgments of 
Permanent Injunction against Tiger Oil and Davis, 
Davis was ordered not to serve as an officer or director 
of any publicly-held company for a period of five years 
from the date of entry of the Judgment. Further, Davis 
represented that on October 16, 1978 he had entered 
into a letter of intent and is presently negotiating an 
agreement for the sale of his Tiger Oil common stock 
for $12.53 per share. Davis represented that any agree- 
ment he enters into for the sale of his stock shall 
provide that the other Tiger Oil shareholders have the 
opportunity to receive equal consideration for their 
stock and that he will use his best efforts to 
accomplish such result. 
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STAFF ACCOUNTING BULLETIN NO. 26/November 
13, 1978 


STAFF ACCOUNTING BULLETIN NO. 26 
AGENCY: Securities and Exchange Commission 
ACTION: Publication of Staff Accounting Bulletin. 


SUMMARY: The interpretations in this Staff 
Accounting Bulletin express the staff’s views 
concerning three accounting and disclosure matters 
relating to bank holding companies. The first matter 
presents the staff’s suggestion for items to be included 
in a capsule updating of a summary of operations. The 
second matter is concerned with disclosure believed 
appropriate in connection with reporting of dividends 
which can be paid by bank subsidiaries. The third 
matter discusses the use of tax equivalent adjusted 
amounts in financial statements and management’s 
discussion of the results of operations. 


DATE: November 13, 1978. 


FOR FURTHER INFORMATION CONTACT: Lawrence 
J. Bloch, Office of the Chief Accountant, Securities 
and Exchange Commission, Washington, D.C. 20549 
(202-472-3782). 


SUPPLEMENTARY INFORMATION: The statements in 
Staff Accounting Bulletins are not rules or interpreta- 


tions of the Commission nor are they published as 
bearing the Commission’s official approval; they repre- 
sent interpretations and practices followed by the 
Division of Corporation Finance and the Office of the 
Chief Accountant in administering the disclosure 
requirements of the Federal securities laws. 


George A. Fitzsimmons 
Secretary 





STAFF ACCOUNTING BULLETIN NO. 26 


The following interpretations express the staff’s views 
regarding certain accounting and disclosure matters 
relating to bank holding companies. 


TOPIC 1: FINANCIAL STATEMENTS 


J. Summary of operations—capsule updating. 


Facts: Registrants may be required to update the 
summary of operations or statement of income 
presented in lieu of a summary in 1933 Act registration 
statements with condensed (or capsule) information 
through the end of the latest month-end or quarter. 
Question: What specific items are appropriate for 
presenting capsule information for a bank holding 
company? 

Interpretive Response: Capsule income information 
for a bank holding company should include at least the 
following items: 

Interest income 

Net interest income 

Provision for loan losses 


Income before income taxes and securities 
gains (losses) 


Income before securities gains (losses) 
Net income 
Earnings per share 


* * 


TOPIC 4: EQUITY ACCOUNTS 


* * * 
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- Limitation on payment of dividends by 
subsidiary banks to parent holding company. 


Facts: The principal source of income and funds for a 
bank holding company is dividends paid by subsidiary 
banks. Bank regulatory agencies limit the amount of 
dividends which a bank can pay without obtaining 
approval from the agencies. 


Question: What disclosure is the staff requesting from 
bank holding companies. 


Interpretive Response: The staff is requesting that 
bank holding companies disclose in a note to the 
financial statements the dollar amount of dividends 
which can be paid to the parent company by bank 
subsidiaries without obtaining prior approval from a 
bank regulatory agency. 


* * 


TOPIC 10: MISCELLANEOUS DISCLOSURE 


* * * * 


K. Tax equivalent adjustment in financial statements 
of bank holding companies. 


Facts: Bank subsidiaries of bank holding companies 
frequently hold substantial amounts of state and 
municipal bonds, interest income from which is 
exempt from Federal income taxes. Because of the tax 
exemption the stated yield on these securities is lower 
than the yield on securities with similar risk and 
maturity characteristics whose interest is subject to 
Federal tax. In order to make the interest income and 
resultant yields on tax exempt obligations comparable 
to those on taxable investments and loans, a “tax 
equivalent adjustment” is often added to interest 
income when presented in analytical tables or charts. 
When the data presented also includes income taxes, a 
corresponding amount is added to income tax expense 
so that there is no effect on net income. Adjustment 
may also be made for the tax equivalent effect of 
exemption from state and local income taxes. 


Question 1: Is the concept of the tax equivalent 
adjustment appropriate for inclusion in financial state- 
ments and related notes? 


Interpretive Response: No. The tax equivalent adjust- 
ment represents a credit to interest income which is 
not actually earned and realized and a corresponding 
charge to taxes (or other expenses) which will never be 
paid, consequently, it sheuld not be reflected on the 
income statement or in notes to financial statements 
included in a report or registration statement filed with 
the Commission. Financial statements and related 
notes in an annual report to stockholders which 
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include a tax equivalent adjustment are not considered 
appropriate for incorporation by reference in a 1933 Act 
or 1934 Act filing. The staff will request amendment of 
filings containing income statements and notes 
which have tax equivalent adjustments or which 
incorporate by reference statements and notes in a 
stockholders’ report which contain such adjustments. 


In connection with the adoption of Article 9 of 
Regulation S-X (17 CFR 210.9-01 to 210.9-05) which is 
concerned with requirements for financial statements 
of bank holding companies and banks, it was stated 
that “The tax equivalency adjustment is not in 
accordance with generally accepted accounting 
principles but reflects theoretical income never 
actually realized by a company.” The AICPA Industry 
Audit Guide, “Audits of Banks,” (1968) states that “The 
purpose of the income statement is to disclose 
factually the period’s transactions as they occurred; it 
should not be issued to present results which might 
have been realized if conditions had been different 
from those which actually existed.” 


Question 2: May a tax equivalent adjustment be re- 
flected in a summary of operations included in a report 
or registration statement filed with the Commission? 


Interpretive Response: No. The staff does not believe 
that such an adjustment is appropriate for inclusion in 
a summary of operations included in filings with the 
Commission for the reasons stated in the response to 
Question 1. 


Question 3: May amounts representing tax equivalent 
adjustments be included in the body of a statement of 
income or summary of earnings provided they are 
designated as not being included in the totals and 
balances on the statement? 


interpretive Response: No. The tabular format of a 
statement or summary develops information in an 
orderly manner which becomes confusing when addi- 
tional numbers not an integral part of the statement 
are inserted into it. 


Question 4: If the summary of operations in an 
annual report to stockholders includes income on tax 
exempt securities adjusted to a tax equivalent basis, 
could the statement be incorporated by reference in a 
1933 Act or 1934 Act filing? 


Interpretive Response: No. An adjusted summary of 
operations in an annual report to stockholders would 
not be considered appropriate for incorporation by 


reference in a 1933 Act or 1934 Act filing. The 
registrant would be requested to amend the filing to 
include a summary of operations based on generally 
accepted accounting principles, and to add a 
headnote stating that the summary in the annual 





report to stockholders was not acceptable for incor- 
poration by reference because it did not comply with 
generally accepted accounting principles. 


Question 5: May information adjusted to a tax equiva- 
lent basis be included in management’s discussion 
and analysis of the summary of operations (or state- 
ment of income)? 


Interpretive Response: The purpose of management’s 
discussion and analysis is to enable investors to ap- 
praise the extent that earnings have been affected by 
changes in business activity and accounting prin- 
ciples or methods. Material changes in items of 
revenue or expense should be analyzed and explained 
in textual discussion and statistical tables. It may be 
appropriate to use amounts or to present yields on a 
tax equivalent basis. If this is done the tax equivalent 
amounts should be clearly identified and related to 
the corresponding unadjusted amount on the financial 
statement. Yields computed on a tax equivalent basis 
should be identified. If appropriate, the discussion 


should include a comment on material changes in 
investment securities positions that affect tax exempt 
interest income. For example, there might be a com- 
ment on a change from investments in tax exempt 
securities to non-tax exempt securities because of the 
availability of net operating losses to offset taxable 
income of current and future periods, or a comment 
on a change in the quality level of the tax exempt 
investments resulting in increased interest income 
and risk and a corresponding increase in the tax 
equivalent adjustment. 


Because of differences among registrants in making 
the tax equivalency computation, a brief note should 
describe the extent of recognition of exemption from 
Federal, state and local taxes and the combined 
marginal or incremental rate used. Where net operat- 
ing losses exist, the note should indicate the nature 
of the tax equivalency adjustment made. 
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